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Wino we are

Website Pros offers everything a small business needs to succeed online,
meeting the needs of a business anywhere along its lifecycie. Using a
combination of proprietary software platforms, proven online marketing
techniques, targeted iead generation solutions, effective eCommerce and
automated workflow processes, we are able to accelerate the online success

of our growing base of approximately 74,000 subscription customers.
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Year Ended December 31

consolidated statement

. 2003 2004 2005 2006
of operations data [in thousands |
Revenue $ 16,947 $ 23,402 $ 37.770 $ 52,041
Income [loss] from operations [1,373) 656 425 2,997
Amortization of intangibles - - 1.229 1.031
Stock-based compensation 45 95 795 2,033
Pro forma income [loss] from operations 1 $ [1,328] $ 751 $ 2,449 $ 6,061
Pro forma operating margin 1 [7.8%] 3.2% 6.5% 11.6% $46.8
S
$32.6
=
| $52.0
! 73.806°
AN
! ) $19.4 .
$37.8
$13.2
[iéﬁ? (D =0 EOY]
63} @8
» ]
5169 total subscription
revenue
[ $ in millions ]
4 Q
| total subbscribers
EOY
03]
total revenue
[ $ in miltions ] $7.000
6,000
5.000 -
4,000
3.000
2,000 -
% Pro forma operating income and pro forma operating rargin are 1,000 - T T T —
non-GAAP financial measures. The reconcitiation to GAAP operating N 2004
income is set forth in the table above. —@
1.000 -—- -
2 Includes LEADS.com™, Renovation Experts® and 1ShoppingCart.com 2,000
pro forma

operating income’

[ § in thousands ]




David L. Brown

O Ul sShorenolcers

It is a pleasure to report the accomplishments of Website Pros’ first
full year as a publicly traded company. 2006 was an exciting year for
us, as we completed sirategic and operaticnal inifiatives that solidly
position us for future growth and success in serving the small and
medium-sized business markel. We made significant progress in the
diversification of our distribution channels, product offerings and
go-to-market strategies, and we completed two highly strategic
acquisitions — RenovaticnExperts.com and 1SheppingCart.com - that
further expand our suite of value add product offerings and improve
our long-term growth profile. We continue to invest and execule
aggressively to take advantage of the large, long-term opportunities
that the small and medium-sized business market provides.

Total revenue for the year was $52 million, an increase of 38%
compared to the prior year. From a profitability perspective,
non-GAAP operating income, which excludes slock-based
compensation and the amortization of intangibles, increased 150%
from $2.4 million in 2005 to $6 millign in 2006. Our non-GAAP net
income per diluted share was $0.44, an increase of more than 120%

compared to $0.20 in 2005.°

The progress we have made is the result of the dedication, creativity
and commitment exemplified by our employees in every area of our
company.
processes and technology, the value we provide our customers is

Through consistent improvement in our products,

unsurpassed in the competitive Internet marketplace. Some
additional highlights of the year are summarized below:

January 16: SmartClicks is added to the Website Pros’ product
line. SmartClicks is a performance-based, subscription service
that targets customers that want additional online advertising
in their local markets. SmartClicks is a turnkey solution that
lets small businesses quickly, effectively and effortlessly
enjoy the benefits of local search engine marketing without the
time-consuming, complex tasks of developing and managing

their advertising campaign.

January 17: Three independent directors are added to the
Website Pros' board of directors. Hugh M. Durden, G. Harry Durity
and Julius Genachowski are proven business leaders that bring
unique expertise in key areas essential to the strategic direction,
expansion and growth of our company. All of these individuals have
extensive prior experience in publicly traded companies.

March 31: Total subscription customers exceed 55,000. In the
first quarter of 2006, total customers in Website Pros’ Web services
customer base increased 23%, up from 44,800 in Q1 2005.

April 5: VistaPrint program is launched. VistaPrint Limited
(Nasdaq: VPRT) is a leading provider of high-quality graphic design
services and customized printed products for small businesses and
consumers. VistaPrint provides Website Pros' Web services and
online marketing as an added value to their customers.

July 12: Verio partnership is launched. Verio, Inc, an NTT
Communications Company, began offering Website Pros’ full suite of
Do-It-For-Me Intemnet solutions to Verio's new and existing hosting
and managed services customers, Verio customers are offered
Website Pros’ Web design and online marketing services when they
purchase Verio services online.

July 17: New and improved eWorks! XL is introduced. In July, we
introduced a comprehensive Web analytics scorecard and additional
lead generation tools to drive more prospecls to our customers’
websites. Unlike most Web analytics tools, the eWorks! XL scorecard
is easy to understand and provides specific information on business
leads generated from customers' websites.

July 24: First Data Corp. partnership is launched. First Data
Corp. (NYSE: FDC) is a leader in electronic commerce and payment
services. Through this partnership, First Data offers Website Pros’
services proactively through our outbound telesales center and
through their independent sales crganization.




Total revenue for the year was $52 million, an
increase of 38% compared to the prior year.

July 28: Secondary Public Offering compieted. 3,539,126 shares
200,000 of the
shares were offered by the company an¢ 3,339,126 of the shares

of common stock were offered at $9.25 per share.

were offered by selling shareholders.

September 30: Website Pros acquires 1ShoppingCart.com. The
acquisition of 1ShoppingCart.com added additional technology,
intermet marketing and eCommerce/eBusiness solutions targeting
small and medium-sized businesses. 1ShoppingCart.com brings a
strong group of private-labeled resetlers and affiliates to Website Pros

that enables cross- and up-sell opportunities for our other services.

September 30: Wabsite Pros acquires RenovationExperts.com.
The acquisition of RenovationExperts.com was indine with our
long-term strategic direction of providing targeted, high-value
solutions to  customers in  specific vertical markets.
RenovationExperts.com serves as a competitive marketplace for
consumers in need of remodeling services and as a targeted Jead
The addition of

RenovationExperts.com has resulted in significanl synergies with our

generation program for qualified contractors.

LEADS.com brand in strategically expanding our lead generation
offering and capabilities.

October 18:
Website Pros. Keichum Directory Advertising is one of the largest

Ketchum Directory Advertising partners with

directory advertising agencies in the world. Through our pastnership,
Ketchum offers SmartClicks advertising packages on a local and
regional basis to their blue chip clients.

November 28: Wabsite Pros releases NetObjects Fusion 10. This

award-winning, economical softlware targets business owners,
individuals, and organizations that want to design their own websites.
The software is also popular with website developers that buikd
websites for their clients. NetObjects Fusion is powerful software that
requires no programming or HTML experience. The newest release,

Version 10, takes website building to a new level, providing all of the

necessary tools to build, publish and maintain professional websites.
January 1 - December 31. In 2006, churn reduction and customer
retention continued to improve. Going forward, customer turnover will
continue to remain our highest priorily as new programs and
processes are tested, refined and implemented to improve customer
retention and to extend the lifetime value of our customer base.

Although we are proud of ocur accomplishments in 2006, our focus is
on the future. We have many plans in place 10 build on last year's
momentum. Our vision is to become the most recognized, trusted
brand in business Internet services. Through strategic acquisitions
and constant improvements to our product offering and processes, we

believe we are well on our way to meeting that goal.

In ¢losing, | would like to thank our customers, strategic partners and
shareholders for their continued support of Website Pros. | am
particularly proud of our employees, whose contribution has enabled

our company to attain the results and positicn we enjoy taday.

We greatly appreciate your support and investment in our company.

)

David L. Brown
CEO and President

1 Plaase see the reconciliation lo our GAAP financial results in the Financial
Highlights.

This Letter to Sharehoiders contamns forward-looking statements regarding
potential growth of our markets and our financial and business success in such
marhals. as well as other maftters that involve risks and uncertainties. These
risks arg discussed in ouwr Annual Report on Form 10-K, including those
discussed under the heading “Risk Factors ™ Qur actual results could vary
matenally from the forward-ooling statements.
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We have consistently expanded our product offerings by adding new brands, technologies and services that

reinforce and complement our traditional Web services offerings. As we grow, we will continue to build on our

diversification strategy with the goal of being the one-stop resource for everything a small business needs to

succeed online,
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Renovation Experts enhances the long-term
Website Pros strategic direction of providing
targeted, high-value solutions to customers in

the home services and construction vertical markets.

+ Vertical Market Focus

+ Home Services Lead Generation

+ Geo-Targeted Lead Collection

+ Homeowner &|Contractor Matching

+ 17,000 Homeadwners Leads per Month

alﬁigﬂmmmm mamm@ '

" & Reel) Wb Ceapm Selivens

 © Chenme Periney i
o Clopt) MEmegemes Selwer
& (%0 Wb Gty Regpfied)

LEADS.CGM

LEADS.com provides customer leads to locally
and regionally focused businesses. SmartClicks,
our proprietary lead generation platform, offers a
powerful online solution for a variety of markets
and demonstrates the return on customers'

markeling investment.

+ Vertically Oriented Lead Generation

+ Local Pay-Per-Click Advertising

+ Proprietary Search Marketing Technologies
+ Online Yellow Page Listings

+ Performance Based

NetObjects
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PART1

Item 1. Business.

This Form 10-K and the documents incorporated herein by reference contain forward-looking statements that
involve risks and uncertainties. Actual results may differ materially from those expressed in forward-looking
statements. See Item 1A of Part I—"Risk Factors.”

Website Pros, Inc. (“we,” “Website Pros” or the “Company™) believe we are a leading provider, based on our
nurnber of subscribers, of Do-It-For-Me Web services and lead generation products that enable small and medium-
sized businesses to establish, maintain, promote, and optimize their Internet presence. Our primary service
offerings, eWorks! XL and SmartClicks, are comprehensive performance-based packages that include Website
design and publishing, Internet marketing and advertising, search engine optimization, search engine submission,
lead generation and easy-to-understand Web analytics. As an application service provider, or ASP, we offer our
customers a full range of Web services and products on an affordable subscription basis. In addition to our primary
service offerings, we provide a variety of premium services to customers who desire more advanced capabilities;
such as e-commerce solutions and other sophisticated Internel marketing services and online lead generation. The
breadth and flexibility of our offerings allow us to address the Web services needs of a wide variety of customers,
ranging from those just establishing their Websites to those that want to enhance their existing [nternet presence
with more sophisticated marketing and fead generation services. Additionally, as the Internet continues to evolve,
we will refine and expand our service offerings to keep our customers at the forefront.

Through the combination of our proprietary Website publishing and management software, automated workflow
processes, and specialized workforce development and management techniques, we believe we achieve
production efficiencies that enabie us to offer sophisticated Web services at affordable rates. Qur technology
automates many aspects of creating, maintaining, enhancing, and marketing semi-custom Websites on behalf of
our customers. With approximately 74,000 subscribers to our eWorks! XL, SmariClicks, and premium
subscription-based services as of December 31, 2006, we believe we are one of the industry’s largest providers of
affordable Web services and products that enable small and medium-sized businesses to have an effective
Internet presence.

We sell our Web services and products to customers identified primarily through strategic marketing
relationships with established brand name companies that have large numbers of small and medium-sized
business customers, including Discover Financial Services, LLC, or Discover. We have a direct sales force that
utilizes leads generated by our strategic marketing relationships to acquire new customers at our sales centers in
Spokane, Washington; Jacksonville, Florida; Manassas, Virginia; Norton, Virginia; and Halifax, Nova Scotia.
Our sales force specializes in selling 10 small and medium-sized businesses across a wide variety of industries
throughout the United States.

In September 2006, we acquired substantially all of the assets of, and assumed certain liabilities from
1ShoppingCart.com Canada Corp. and 18hoppingCart.com Corp. (together, “1ShoppingCant.com™), a leading
provider of shopping cart, internet marketing and eCommerce/eBusiness solutions and services based in Barrie,
Ontarto in exchange for approximately $12.5 million in cash, We believe that the |ShoppingCart.com acquisition
brings a strong group of private-labeled resellers and affiliates that will enable cross- and up-sell opportunities
for our complementary Web services, internet marketing and eCommerce solutions, which are all geared to
satisfying the needs of small and medium-sized businesses,

In September 2006, we acquired substantially all of the assets of, and assumed certain liabilities from Renex, Inc,
{“Renex”) an online lead generation marketplace for contractors and homeowners based in Halifax, Nova Scotia
in exchange for $7.0 million in cash. In connection with the transaction if certain requirements are met, we also
agreed 1o issue 277,496 shares of our commeon stock valued at approximately $3.0 million to Renex to be equally
distributed on September 30, 2007 and September 30, 2008 as additional consideration for the acquired assets. In




addition, if certain other requirements are met during the twelve months following September 30, 2006, we wilt
pay Renex contingent consideration up to an additional $1.0 million. We believe that the Renex acquisition will
enhance our ability 1o provide a one-stop shop for comprehensive, affordable Website and online advertising
solutions for small and medium-sized businesses and is in line with our long-term strategic direction of providing
targeted, high value solutions to customers in specific vertical markets.

Our Approach and Solution

We have built our business around a subscription-based ASP model that allows small and medium-sized
businesses to affordably outsource their Web service needs to us. The key elements of our business model and
approach are:

Providing Comprehensive Solutions for Small and Medium-Sized Businesses. Our goal is to enable small and
medium-sized businesses to outsource their Web services needs to us. Our experience is that many small and
medium-sized businesses do not have the in-house expertise to effectively design an Internet presence that will
generate adequate traffic to their Websites and increase direct consumer interaction. As a result, our customers
look to us to provide these services. Qur Web services include, among other features, Website design and
publishing, local, regional, and national Internet marketing and advertising, search engine optimization, search
engine submission, lead generation and Web analytics. We believe this combination provides our customers with
a comprehensive solution to their Web services needs.

Offering Affordable Subscription-Based Solutions. Because our customer base is value-driven, we provide our
Web services on an affordable subscription basis. Our eWorks! XL and SmartClicks customers typically pay a
recurring monthly fee ranging from approximately $60 to over $100, depending on which services and products
they purchase. Additionally, we offer a premium Internet marketing service targeted at businesses with
significant spending on local print yellow pages advertising. This service is priced at an average of
approximately $300 per month, which we believe is significanily less than the typical cost of traditional
campaigns such as half- or full-page print yellow pages advertisements. We offer 1ShoppingCart.com
eCommerce and online marketing solutions typically on a recurring monthly fee ranging from approximately $29
to $79 per month. Through Renex, we target contractors in the home services businesses with lead packages
ranging in price from $50 to $1500, based on the specific trade vertical and geographic area,

Streamlining Operations for Customer Acquisition, Fulfillment, and Support. We utilize proprietary workflow
processes and customer relationship management systems, together with a combination of integrated template-
driven and specialized Website design tools, 1o sell, design, and support our Web services and products. We believe
this integrated infrastructure has enabled us to significantly reduce the time from initial customer contact to site
completion. Our goal is to design a Website and have it complete and visible on the Internet within 72 hours from
the time we receive initial information from the customer. Additionally, we have extensive experience promoting,
selling, and supporting our Web services and products to small and medium-sized businesses.

Forming and Enhancing Strategic Marketing Relationships. We focus on forming strategic marketing
relationships with companies that have large customer bases of small and medium-sized businesses. These
companies generate leads for us by providing lists of their customers, conducting e-mail marketing campaigns
about our Web services and products, advertising our Web services and products on the Internet, and using other
forms of both direct and indirect solicitation. These companies filter the customer lists they provide to us using a
number of criteria that we believe indicate when a small or medium-sized business is likely to understand the
value of our Web services and products. Our most productive strategic marketing relationship is with Discover.

1ShoppingCart.com and Renex provide additional sales channels for our core Web services products.
1ShoppingCart.com has a network of affiliate and private-label resellers that are prospects for our other services
and that can be leveraged to offer our services to their customers. Renex’s growing network of home services
contractors is also a source of prospective customers for Website and online promotional services.

2



Our Strategy

Our objective is to enhance our position as a leading provider of Web services and products for small to medium-
sized businesses. Key elements of our strategy include:

Continuing to Target the Small and Medium-Sized Business Market Segment. We believe the small and medium-
sized business market offers us the best opportunity to continue building a leading national Web services
company. We believe this is an attractive market because it is large and because these businesses need a
comprehensive, affordable solution to their Web services requirements. Qur Web services meet critical business
needs of these businesses that they often do not have the time, resources, or technical skills to fulfill themselves.

Developing or Acquiring Complementary Services and Technologies. We sell Web services and products that are
essential to an effective Internet presence such as local and regional lead generatjon, search engine optimization,
Website search tools, affiliate marketing networks, and Web analytics. While we currently provide many of these
services through our relationships and agreements with other vendors, we will seek opportunities either to
internally develop some or all of these services and products or acquire businesses that provide them.
Additionally, we may seek to acquire companies with existing customer bases in our target market into which we
can cross-sell our Web services and products.

Expanding our Distribution Channels. To sell our Web services and products cost efficiently, we capitalize on
the connection those organizations, with which we have strategic marketing relationships, have with their smatl
and medium-sized business customers. We plan both to expand the scope of our current strategic marketing
relationships, as well as to develop additional strategic marketing relationships with organizations that have
strong brand recognition with small and medium-sized businesses. We also expect to increase our marketing and
sales activities so that a larger proportion of our customers are acquired through increased direct sales and new
reseller programs. 1 ShoppingCart.com and Renex also provide additional opportunities to expand and diversify
our distribution channels.

Selling Additional Services and Products to Existing Customers, As of December 31, 2006, we had
approximately 74,000 subscribers 1o our eWorks! XL, SmartClicks, and premium subscription-based services. As
customers build their Internet presence, we believe that we can demonstrate the value of the additional premium
services and products we offer, which can increase our average revenue per customer and improve our revenue
growth. For example, we can provide paid search and e-commerce capabilities to our current customers’
Websites, enabling additional sources of revenue for them while also contributing to a measurable return on their
investment.

Strengthening Customer Retention. We are dedicated to enhancing customer retention and building lasting
relationships with our customers. We believe it is critical to customer retention to target small and medium-sized
businesses that already understand the value of the Internet to their success. Improving customer retention also
requires maximizing customer loyalty. Therefore, we are focused on customer satisfaction, consistent
communication, Web service and product enhancements, and high quality customer service. Additionally, we
believe that by educating our existing and prospective customers about the value of our services to their
businesses we can build lasting customer relationships.

Extending Qur Position as an Affordable ASP. Through the combination of our operational scale and
geographical locations, we belicve that we have been able to minimize the cost of delivering our Web services
and products. Our template-driven processes enable us to handle orders efficiently. We have strategically located
our primary sales and fulfillment facilities in the lower-cost areas of Jacksonville, Florida; Spokane, Washington;
and Norton, Virginia, which helps us 1o better manage our cost of operations even as we expand. In the future,
we may look to new international labor markets to further reduce the cost of providing our Web services and
products,




Our Services and Products

Our goal is to provide a broad range of Web services and products that enable small and medium-sized
businesses to establish, maintain, promote, and optimize their Internet presence. By providing a comprehensive
performance-based offering, we are able to sell to customers whether or not they have already established an
Internet presence. Our Web services and products can be categorized into the following offerings:

eWorks! XL Subscription-Based Services

Using our proprietary software and workflow enabled processes, we develop and support subscription Web
service packages that include a 5, 10, 20, or 40 page semi-custom Website and related services. These
comprehensive packages include the tools and functionality necessary for a business to create, maintain, enhance,
and market a successful and effective online presence. We build, test, and publish the Websites and provide
related services for our customers. We also provide tutorials and tools for customers to edit and manage their
sites. Alternatively, customers can select from one of several levels of support programs for ongoing
management and maintenance of their Websites.

Our primary subscription offering is eWorks! XL, a comprehensive Website design and publishing package
targeted at getting small and medium-sized businesses online quickly, effectively, and affordably when they have
no Internet presence, or a limited one. The package includes a five-page semi-custom Website built on our
proprietary self-editing tool, which ailows for easy maintenance by the customer. By using our comprehensive,
performance-based package of services, customers eliminate the need to buy, install, or maintain hardware or
software to manage their Internet presence. This offering includes a broad set of configuration and customization
options using a Web browser.

We build the initial Website for the customer using the content and design information the customer provides.
Our goal is to have a customer’s Website visible on the Internet within 72 hours from the time we receive initial
information from the customer.

eWorks! XL includes:

»  Initial Site Design. One of our design specialists begins the process by interviewing the customer and
collecting data about the customer’s business. Using our NetObjects MatrixBuilder software, we then
create a unique Website tailored to the customer’s specific needs using one of our templates. Every site
we build goes through an extensive quality review and assurance process prior to being published on the
Internet. Additionally, every site undergoes a thorough Website optimization process to enhance search
engine placement.

Online Marketing. We offer our customers online marketing capabilities that cost-effectively promote
their Websites on a local and national basis. The package includes initial submission and ongoing
submissions on a regular basis of the customers’ Websites to many popular search engines.
Additionally, eWorks! XL includes listings in online yellow page directories, banner advertisements,
search engine optimization tools, and educational guides targeted to small businesses.

«  Performance Scorecard. Customers receive a detailed report of their Website traffic, including visitors
generated through the online marketing and advertising services provided in their eWorks! XL package.

s Unique 800 Telephone Number. Customers receive a unique 800 number that is forwarded to their
business telephone line. Information about the calls received through the 800 number are tracked and
reported on the Performance Scorecard.

o E-mail Marketing. We provide an e-mail marketing tool that enables our customers to easily
communicate with their customers and prospects. To assist our customers in collecting e-mail addresses,
every Website includes a subscription sign-up box for site visitors to provide their e-mail information.




*  Webmail. Every customer receives three e-mail boxes tied to its domain name. Webmail is compatible
with Microsoft Outlook and features advanced filtering and search capabilities and automatic mail
forwarding and responding.

*  Online Web Tools. eWorks! XL includes advanced online tools such as a forms manager, poiling and
survey capabilities, a guest book, and site search features that offer interactive Website management
capabilities.

*  Modifications and Redesign Service. Customers can choose between several different levels of support,
which range from having us make ongoing changes to using the self-edit tools we provide. The basic
service included with eWorks! XL includes 30 minutes per month of free modification and phone
consultation with one of our Web designers.

* Domain Name Registration. We obtain, purchase, and register a domain name appropriate for the
business selected by the customer.

*  Hosting and Technical Supporr. Our hosting platform offers technology and security designed to ensure
the reliable daily operation of a customer’s Website. Our secure Web hosting includes disk storage,
daily backups, and a monthly data transfer allotment. We also offer technical support, including services
to our customers to provide the information and consultation they need to build and manage an effective
online presence.

SmartClicks Subscription-Based Services

In February 2006, we introduced SmartClicks, which is a performance-based service with a higher subscription
fee than cur eWorks! XL offering. Our SmartClicks offering is targeted at customers that want additional online
advertising in their local service areas. SmartClicks includes all of the benefits provided in the eWorks! XL
bundle and the added benefit of guaranteed pay-per-click advertising in Google and other major search engines.

SmartClicks customers are guaranteed a minimum of 20 clicks per month through Google pay-per-click
advertising. 50-click bundles are also available for certain business categories and geographical markets. An
added value of the SmartClicks package is the advertising management function Website Pros performs for these
customers. We create the pay-per-click ads, buy appropriate keywords and monitor the programs’ performance.

Premium Subscription-Based Services

In addition to our eWorks! XL and SmartClicks subscription-based Web services, we offer a number of premium
subscription-based services and functionalities for an additional fee, These premium subscription-based services
are available to our eWorks! XL customers, to customers of our custom Website design services and, in most
cases, to customers for whom we have not built a Website but who otherwise require these Web services. These
premium subscription-based services include;

*  E-Commerce Solutions. We offer a comprehensive set of services that enable businesses to sell their
services and products online. Qur service offering includes creating the online store catalog and secure
shopping cart, establishing an online merchant account and assisting in setting up online payment and
order processing.

= Power Marketing Bundles. Our Power Marketing package is an array of services and products we sell to
customers that want increased local or national expesure on the Internet. Options include geographically
targeted banner advertisements, additional online yellow page listings, and search engine submission
tools,

= Visibility Online. We bundle a number of different services contained in our eWorks! XL package into
our Visibility Online offering, which is designed to enhance the effectiveness of an online marketing
program for our non-eWorks! XL customers. These services include initial search engine optimization,
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search engine inclusion, Yahoo! Site Match paid inclusion, listing in Yahoo! Yellow Pages, AOL
Yellow Pages Promotional listing, site submission to many popular search engines, banner
advertisements, and search submission tools.

» Internet Yellow Pages. We work with customers to design an advertising program using several Internet
yellow page directories. This provides our customers the ability to target specific buyers for their own
services and products locally. regionally, or nationally.

«  LEADS.com Total Coverage. We create custom-designed local Internet advertising campaigns for
businesses that want to generate business leads in one or more local markets. These Total Coverage
campaigns appear on leading local sites such as Yahoo! Yellow Pages, Yahoo! Local Search, Google,
Google Local, Switchboard, and Looksmart.

»  Custom Design Extras. We offer several custom design features and services. including map and
directions pages. external links pages, the ability to increase the number of products listed on a
customer’s Website, more advanced Website statistics, database applications, password security,
expanded e-mail services. and premium hosting services.

Custom Web Design

We offer complete custom Website design services that provide sophisticated functionality and interactivity
beyond those available under eWorks! XL and SmartClicks. These sites are typically built for larger, more
established customers that have had an Internet presence in the past, or that are designing the first Website with
unigue specifications. Customers work directly with our experienced Web designers to build a fully customized
Website. Additionally, we are able to sell any of our subscription-based Web services and products to our custom
Web design customers,

Our team of custom design professionals includes experienced Web designers, programmers. copywriters, and
search engine optimization experts who work together to ensure that the customer’s online business objectives
are met, Custom sites are built on our NetObjects Fusion sofiware or other sophisticated design tools that provide
the flexibility and functionality to meet advanced business needs. Custom sites can include flash, animation,
e-commerce solutions, sophisticated interactivity and database functionality.

Web Authoring Software

We offer NetObjects Fusion. our desktop Web authoring software, for businesses that want to design Websites
either for themselves or for others. Combining easy-to-use wizards, drag-and-drop simplicity. and design tools,
NetObjects Fusion offers the flexibility to be an intuitive Website building software for novices, as well as an
advanced tool for Website development professionals, NetObjects Fusion offers features that allow Website
professionals to build Websites quickly. while still enabling these professionals to offer the flexibility and
functionality their clients often require. NetObjects Fusion includes e-commerce capabilities, database
functionality, and image manipulation tools that Website professionals find useful in building clients sites.

Online Business Awtomation

Through 1ShoppingCart.com, we offer a robust set of sales and marketing tools for businesses selling products
and services online. 1ShoppingCart.com offers an ASP, subscription-based shopping cart solution with add-on
modules that allow small and medium-sized businesses to create, promote and manage their online presence.
Services include a comprehensive affiliale management program. email marketing, auto-responders and ad
trackers.

Lead Generation

We offer targeted lead generation services for various business categories through Renex and LEADS.com.
Renex is a compeltitive marketplace that matches homeowners in need of remodeling services with qualified
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contractors in their local area. Through a subscription-based model, contractors purchase these leads, giving them
the opportunity to bid on the homeowner’s project. LEADS.com offers leads in other home services categories
such as plumbers, landscapers, roofers and painters.

Operations

We have invested significant time and capital resources in a set of internal processes and proprietary technologies
designed to enable high-scale, high-quality mass customization of our Web services.

eWorks! XL

The workflow of our sales and fulfillment process for eWorks! XL is iltustrated below.
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Utilizing leads provided by our strategic marketing relationships, we identify potential customers through a
combination of our outbound and inbound telesales programs. Once our sales specialists have determined that a
lead is a potential customer, the customer call is transferred directly to a Web services consultant. In most cases,
this transfer takes place immediately so that customer contact is not interrupted. The Web services consultant
conducts a Web design interview during which we collect information about the customer. request customer-
specific content, and proactively help the customer design an effective Internet presence based on the goals for its
business. Several discrete quality checks on each sale help us maximize the quality of the sale.

Using our proprietary workflow process and customer relationship management software, the interview notes and
content gathered by our Web services consultants are then transmitted to our national design center. At this point,
our design specialists use the notes and content collected, our proprietary design tool and one of hundreds of
design templates that can be modified using a wide variety of color themes and graphics to design a semi-custom
Website for the customer. After completion of the Website, a separate quality assurance process is automatically
triggered by our proprietary workflow process and customer relationship management software. This quality
assurance process includes testing of the Website, reviewing notes and customer-supplied content, confirming
appropriateness of styles used. and generally ensuring that the quality of the resulting Internet presence is
consistent with our high standards. Following quality assurance, the Websne is published and hosted, and the
customer s notified that the Website is complete.

By utilizing our proprietary workflow process and customer relationship management software, specialized
design tools, a large database of design templates, and several years of experience, we have been able to decrease
the time of development and increase the utilization rate of our sales, design, and support staff. Our goal is to
complete this process, from customer call to initial Website deployment, within 72 hours. Afier the Website is
available on the Internet, we help our customers maintain, modify, and upgrade their Internet presence.

For all of our customers, we also provide periodic newsletters and other informational items to increase our
number of customer contact events. We actively seek to interact with our customers at a variety of times during
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the customer life cycle through different media. Through experience and testing, we have found increased contact
with customers helps to improve customer loyalty and enhance their understanding of the value of our services
and products. We have also initiated several programs to foster customer loyalty, including numerous customer
surveys that measure the quality of our service and the effectiveness of our products. a dedicated customer
satisfaction team that follows up telephonically with every customer responding negatively Lo any of our surveys,
segmented design experts for handling design changes quickly and professionally, and the introduction of an
intensive training curriculum required for all customer care agents,

We maintain two data centers located in Jacksonville, Florida and Spokane. Washington, for most of our internal
operations. Servers that provide our customers” Website data to the Internet are located within a third-party
co-location facility located in Jacksonville, Florida. This co-location facility has a secured network infrastructure
including intrusion detection at the router level. Our contract obligates our co-location provider to provide us a
secured space within their overall data center. The facility is secured through card-key numeric entry and
biometric access. Infrared detectors are used throughout the facility. In addition, the co-location facility is staffed
24 hours a day, 7 days a week, with experts to manage and monitor the carrier networks and network access. The
co-location facility staff provides 24-hour security through camera-controlled views of our equipment. The
co-location facility provides multiple Internet carriers to help ensure bandwidth availability to our customers.
The availability of electric power at the co-location facility is provided through multiple uninterruptible power
supply and generator systems should power supplied by the Jacksonville Electric Authority fail. We plan to
renew our agreement with the co-location facility, which expires on May 1, 2008.

Customer data is redundant through the use of multiple application and Web servers. Customer data is backed up
to other disk arrays with fail-over to help ensure high availability. Customer data is also maintained at our
national design center and can be republished from archival data at any time through our Oracle 9i database
system. Currently, this process could take approximately 24 hours. Qur financial system reporting also uses our
redundant Oracle systems and can be reconstituted in approximately 12 hours.

We are currently working with our co-location provider to establish a disaster recovery backup operation at one
of the provider’s alternative locations. This would provide a working fail-over site to prevent a disruption of our
customers’ Websites should the Jacksonville co-location site become unavailable. The facilities are connected by
fiber-optic rings to our co-location provider’s other centers.

LEADS.com Internet Marketing Packages and Lead Generation

Potential customers for our Internet Marketing packages are identified primarily using an outbound telesales
program based in Manassas, Virginia. This program targets businesses with established traditional print yellow
pages advertising campaigns. Customers who purchase our Internet Marketing package offering are interviewed
and advertising information is entered into our proprietary publishing system. Local advertisements are then
customized for several distribution platforms, such as Yahoo! Yellow Pages and Google search, and then
published to these platforms. Customers receive a monthly report that tracks the number of impressions, clicks,
and calls generated by each advertisement that we place on their behalf. LEADS .com also offers lead generation
products through their outbound telesales efforts to small businesses in a variety of industries including home
services. In addition to selling Internet Marketing packages and lead generation, the LEADS.com sales force sells
eWorks! XL Websites to their customer base.

1ShoppingCart.com Integrated E-commerce Solution

Prospects for our 1ShoppingCart.com eCommerce product are typically small business customers that are
interested in establishing an online business. Our eCommerce engine integrates a variety of marketing and
advertising modules that can be purchased as a bundle, or sold individually. In addition to establishing their
business online, our customers can market their services through our email marketing system and auto-
responders, track the effectiveness of their advertising and marketing efforts and establish, manage and maintain
a robust affiliate program.




Potential customers can also test our services through a paid online trial. Once a customer downloads the trial of
our software, we contact them through a series of email communications and auto-responders to encourage
conversion of the trial to a paid subscription and to upsell other services.

Our customer data is stored on systems that are compliant and certified to meet Visa International’s Payment
Card Industry Data Standards. We have a highly available redundant infrastructure, which provides disaster
recovery backup to prevent a disruption of our customers’ eCommerce presence.

Renex Lead Generation Services

We market our Renex services to homeowners through targeted television and online advertising. Homeowners

complete a brief online form describing their remodeling need and their approximate budget. Renex receives the
online lead and sends it to up to 60 local contractors in the Renex database. The first 4 qualified contractors that
respond are provided the homeowner’s contact information and then work directly with the homeowner to scope
the project and provide cost estimates to the homeowner. Renex will also provide the homeowner with financial
leads if the homeowner wishes to borrow money to fund the project.

Our services are marketed to contracters online and through our outbound telesales program in Halifax, Nova
Scotia. We also offer a Customer Relationship Lead Management system (CRM system) to contractors, free of
charge that allows them to manage all of their leads and projects in a comprehensive, easy-to-use system.
Contractors utilizing the free CRM system are prime prospects for lead generation services.

Technology

Our hardware and software infrastructure provides an advanced set of integrated tools for design, service.
modifications, and billing. NetObjects MatrixBuilder enables Website design. end user modification and
administration, and includes a variety of other tools accessible by our customers. Qur Oracle-based proprictary
workflow processes and customer relationship management software, which we developed internatly, helps
ensure that our production staff provides timely and efficient design services and helps us to efficiently and cost-
effectively manage our customer base.

Our proprietary workflow processes and customer relationship management software enables us to build,
maintain, and track large numbers of customer Websites. The configuration of software and hardware includes
six key modules:

*  Account Management. The account management module facilitates the creation and maintenance of a
customer account and the consolidation, either manually or electronically through external submission.
of pertinent customer demographics, product specifics, and billing information. We track critical aspects
of customer activity, which allows customer service representatives to have immediate access to a
customer’s complete account history.

*  Design Tool. Our design tool, NetObjects MatrixBuilder, is browser based, supports major Web services
standards, and can be easily co-branded or private labeled for an organization with which we have a
strategic relationship. NetObjects MatrixBuilder is template-based, yet can provide thousands of
different Website styles by using hundreds of design templates that can be modified using a wide variety
of color themes and graphics. The design tool generates the HTML code, so that manual coding is not
required, and facilitates the generation of domain name registration, an e-commerce storefront, and a
number of other extended and value added services that our customers can access from any Web
browser.

»  Workflow Module. The workflow module expedites service and product delivery by automatically
determining the required production path, such as design, quality control, or submission to search
engines, based on the specific attributes of the customer or service. The workflow module also controls
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production flow through our organization, enabling our design and customer support staff to
individually service our Website customers either by routing their work automatically to the correct
department or handling the request themselves.

*  Billing Module. The billing module enables us to bill our subscription and custom design customers
directly or to bill a third party in the aggregate for its end users. The billing module is integrated with a
number of transaction processing tools enabling support for many different payment types.

s LEADS.com Publishing and Tracking System. We operate a proprietary publishing and tracking system
that allows the automated building, publishing, and tracking of advertisement campaigns. These
campaigns currently are published on Yahoo!, Google, Idearc (formerly Verizon Superpages),
Switchboard, Looksmart and other sites affiliated with these providers.

¢ Renex Telephony Software. Qur proprietary software application enables us to systematically manage
the relationships and interactions with homeowners and contractors in Renex’s database. enhancing the
efficiency and productivity of our sales and account management teams.

Sales Channels
Sales of Subscription Services

Our sales organization for our subscription Web services and products comprises several distinct sales channels,
including:

Qutbound Telesales. The organizations with which we have strategic marketing relationships provide us with
lists of their small and medium-sized business clients who meet a broad set of criteria. We analyze these
customer lists to determine which of these customers best match our criteria for long-term clients. Our sales
specialists call these prospective customers during regular business hours to discuss their Web services needs.
We believe the brand and affinity relationship these prospective customers have with the parties with which we
have strategic marketing relationships enhances our ability to reach a decision maker, make a presentation, have
our offer considered, and close the sale during the initial call.

As of December 31, 2006, we had 128 employees in our outbound telesales unit located in our national sales
center in Spokane, Washington. Additionally, we had 18, 29 and 10 employees in our outbound LEADS.com
tetesales units located in Manassas and Norton, Virginia and Jacksonville. Florida, respectively, and 4 employees
in our outbound Renex telesales unit in Halifax, Nova Scotia. With the benefit of having conducted several years
of outbound telesales activities, we have significant management, business process, training, and product
expertise within our sales team, Additionally, we employ practices designed to optimize the management of our
employees and increase their sales performance.

Inbound Telesales. We maintain a separate team of sales specialists specifically focused on responding to
inbound inquiries generated by programs initiated by us and the organizations with which we have strategic
marketing relationships. We and these organizations employ a mix of e-mail, direct mail, Website, and other
marketing efforts to help promote our services to prospective clients. As of December 31, 2006, we had 104
employees in our inbound telesales unit.

Reseller Program. Several of the parties with which we have strategic marketing relationships have their own
direct sales organizations. We have worked closely with these resellers to develop sales support and fulfillment
processes that integrate with the resellers” sales, service, support, and billing practices. Additionally, we provide
these resellers with training and sales materials to support the Web services being offered. Companies that
currently resell our services and products through their sales organizations include Yahoo!, Earthlink and
Register.com.

Online Channel. We promote our services through the websitepros.com, LEADS com, RenovationExperts.com
and 1ShoppingCart.com Websites. To drive prospects to our sites, we engage in online marketing and advertising
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campaigns, conduct targeted television campaigns to reach homeowners for Renex and participate in seminars
argeting small businesses that wish 1o sell their services online. Our partners also promote our services by
including our products on their Websites and by including our services in their ongoing marketing and
promotional efforts with their customers.

Affiliate Nerwork and Private Label Pariners. We sell our shopping cart and business automation solutions
through direct online channels and through approximately 3,000 affiliate and private-label partners that market
our services on our behalf. These partners are provided with ongoing marketing and technical support to ensure a
positive customer experience for their end customers.

Sales of NetOhjects Fusion

We sell NetObjects Fusion through direct sales, original equipment manufacturers, or OEMs. sofiware bundles,
and retail and reseller distribution.

Direct Sales. We sell NetObjects Fusion through strategic e-mail marketing campaigns aimed at users of prior
versions of the software, people that use the product on a trial basis, newsletter subscribers, and Website visitors.
In Europe, we also utilize magazine covermounts, which European magazines utilize to differentiate themselves.
With a covermount, a copy of an older version of NetObjects Fusion is provided free with the purchase of the
magazine. We require the recipient of the free version to register with us directly to be able to use the free copy -
of the software. The new user of the software becomes a prospect for new versions of NetObjects Fusion and for
the other software products we offer.

OEM Software Bundles. A number of OEMSs are offering NetObjects Fusion as part of their packaged product
offerings. As needed, we customize the NetObjecis Fusion application to meet the OEM’s specifications and to
feature the OEM’s products and brands within the software. Typically, an older version of NetObjects Fusion is
offered through OEM bundles. which we believe facilitates later sales of newer versions to these users. The
OEMs with which we currently work include Avanquest Deutschland GmbH and Deutsche Telekom AG.

Retail and Reseller Distribution. We work with resellers in the United States, Europe and Australia to sell
NetObjects Fusion. These distributors supply smaller resellers, retailers and value added resellers in their markets
with NetObjects Fusion.

Strategic Marketing Relationships

A key part of our sales strategy is to leverage the brand and distribution of organizations with which we have
strategic marketing relationships to sell our Web services and products. We have developed strategic marketing
relationships with well-known, brand name companies, such as Discover. We create sales material with each of
these organizations, highlighting our Web services and products while also leveraging their brand. Then, on
behalf of these companies, we inttiate programs where our sales representatives directly contact their small and
medium-sized business customers using telesales solicitation, direct mail, and online contact.

Pursuant to our agreement with Discover, they provide us with customer lists and related billing services, and we
share revenue derived from sales of our Web services and products 1o customers derived from Discover's lists.
Our agreement with Discover is terminable by them or us on short notice, and expires pursuant to its terms in
November 2007.

Customers attributable to our strategic marketing relationship with Discover represented approximately 51% of
our total revenue during the year ended December 31, 2006. VistaPrint, another strategic marketing partner, also
provides customer lists of small businesses in need of Web services. IBM historically has been a key reference
tor us and has facilitated other strategic marketing relationships, in addition to making s customer list available
to us for a sales program.




We offer a number of benefits to the companies with whom we have established strategic marketing
relationships. First, they are able to increase their revenue through the marketing fees paid by us. Second, we
allow these companies to offer a comprehensive solution for delivering Web services to their small and medium-
sized business customers. This can result in increased loyalty of their customer base and an overall strengthening
of their customer relationships. Third, by providing our Web services to their customers through us, we enable
them to differentiate their offering from that of their competitors.

Marketing

We engage in a variety of marketing activities to increase awareness of our services and products, to sell
additional services and products to our existing customer base, and to enhance the value we provide to small and
medium-sized business entities. Our marketing activities include:

+ Targeted e-mail and direct response campaigns to prospects and customers;

» Search engine and other online advertising;

+ Electronic customer newsletters;

»  Website Pros, LEADS.com, NetObjects Fusion, 1ShoppingCart and Renex Websites;
¢ Online customer tutorials; and

* Affiliate programs.

Customers

We generally target small and medium-sized businesses having fewer than 100 employees. These customers
normally are focused on regional or local markets. We seek to create long-term relationships with our customers,
who cover a diverse set of industries and geographies in the United States. Qur customers fall into over 80
discrete industry classification categories. As of December 31. 2006, the ten largest categories consisted of
restaurants. automobile repair and services. clothing accessories and footwear, salons and barbershops, business
and professional services, gift, novelty and promotional items, plumbing and HVAC, health foods and
supplements, construction, and jewelry and timepieces. As of December 31, 2006, we had approximately 74,000
subscribers to our eWorks! XL, SmariClicks, and premium subscription-based services.

We also target small and medium-sized businesses with significant monthly spending on local print yellow pages

advertising. We seek to create long-term relationships with these businesses by helping them locate new
customers at a significantly lower cost per lead compared to traditional print yellow pages marketing campaigns.
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Third-Party Providers

We offer some of our services to our customers through third-party technology vendors, which helps us (o
expand our services and create additional revenue opportunities. Some of our current third-party providers are:

M Technology or Service

Amacai ........... Internet yellow pages

AOL (Mapquest) .... Mapping services

Constant Contact . ...  E-mail marketing

eBay (Kurant) ...... E-commerce storefront software

eBay (PayPal) ...... E-commerce payment systems

eStara . ............ 800 telephone numbers

Google ............ Local and national search engine marketing and submission
Google (Urchin} .... Website analytics

Network Solutions . ..  Domain name services and securily certificate services
Switchboard .. ... ... Online directory / yellow pages

Yahoo! ............ Yahoo!'s Internet yellow pages and local and national search engine marketing
Yahoo! (Overture) ...  Search engine submission services (Alltheweb, AltaVista, Excite)

We do not have long-term contracts with any of these third parties. Accordingly, we or any of these providers can
terminate the relationship at any time. for any reason or no reason, on short notice, often as little as 30 days. If
any of these relationships terminate. we may need to seek an alternative provider of services or develop the
covered services independently.

Competition

The market for Web services is highlv competitive and evolving, We expect competition to increase from
existing competitors as well as new market entrants. Most existing competitors typically offer a limited number
of specialized solutions and services, but may provide a more comprehensive set of services in the future. These
competitors include, among others, Website designers, Internet service providers, Internet search engine
providers, local business directory providers. Website domain name registrars, eCommerce service providers,
lead generation companies and hosting companies. These competitors may have greater resources, more brand
recognition, and larger installed bases of customers than we do, and we cannot ensure that we will be able to
compete favorably against them. Qur NetObjects Fusion software has two principal competitors: Macromedia
Dreamweaver and Adobe GoLive.

We believe the principal competitive factors in the small and medium-sized business segment of the Web
services and online marketing and lead generation industry include:

*  Ability to reference strategic partners;

= Value and flexibility of the service offerings,;

+ Brand name and reputation;

* Price;

¢ Quality of customer support;

*  Speed of customer service;

= Ease of implementation. use, and maintenance; and

* Industry expertise and focus,




Intellectual Property

Our success and ability to compete is dependent in significant part on our ability to develop and maintain the
proprietary aspects of our technology and operate without infringing upon the proprietary rights of others. We do
not own any patents. We currently rely primarily on a combination of copyright, trade secret and trademark laws,
confidentiality procedures, contractual provisions, and other similar measures to protect our proprietary
information. Due to the rapidly changing nature of applicable technologies, we believe that the improvement of
existing offerings, reliance upon trade secrets and unpatented proprietary know-how and development of new
offerings generally will continue to be our principal source of proprietary protection. While we have hired third
party contractors to help develop our software and to design Websites, we own the intellectual property created
by these contractors. Our software is not substantially dependent on any third party software, although our
software does utilize open source code. Notwithstanding the use of this open source code, we do not believe our
usage requires public disclosure of our own source code nor do we belicve the use of open source code is
material to our business.

We also have an ongoing service mark and trademark registration program pursuant to which we register some of
our product names, slogans and logos in the United States and in some foreign countries. License agreements for
our software include restrictions intended to protect our intellectual property. These licenses are generally
non-transferable and are perpetual. In addition, we require all of our employees, contractors and many of those
with whom we have business relationships to sign non-disclosure and confidentiality agreements and to assign to
us in writing all inventions created while working for us. Some of our products also include third-party software
that we obtain the rights to use through license agreements. In such cases, we have the right to distribute or
sublicense the third-party software with our products.

Employees

As of December 31, 2006, we had a total of 637 full-time employees and 2 part-time employees. Of our full-time
employees, 310 are in direct sales, of which 189 are in cutbound telesales, 100 are in inbound telesales, and 23
are in management and support functions. In addition, there are two part-time employees in outbound telesales
function. Of the remaining full-time employees, 6 are in channel business development, 14 are in marketing and
product management, 47 are in general and administration, 55 are in-engineering and product development, and
205 are in customer care and Web services production. In addition to our full-time employees, we also had 19
contracted offshore developers and 23 contracted Web services designers and editors. None of our employees are
represented by unions. We consider the relationship with our employees to be good and have not experienced
interruptions of operations due to labor disagreements.

Corporate Information

Website Pros, Inc. was incorporated under the General Corporate Law of the State of Delaware on March 2,
1999. Our principal offices are located at 12735 Gran Bay Parkway West, Building 200, Jacksonville, Florida
32258. Our telephone number is (904) 680-6600 and our Website is located at www.websitepros.com. Our
Website and the information contained therein or connected thereto shall not be deemed to be incorporated into
this Form 10-K.

We make available free of charge on or through our Internet Website our annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and all amendments to those reports as soon as reasonably
practicable after such material is electronically filed with or furnished to the Securities Exchange Commission
(SEC).

You may read and copy this Form 10-K at the SEC’s public reference room at 450 Fifth Street, NW, Washington
D.C. 20549. Information on the operation of the public reference room can be obtained by calling the SEC at
1-800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and information statements and
other information regarding our filings at www.sec.gov.
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Item 1A. Risk Factors,

We depend primarily on a small number of strategic marketing relationships—and one key strategic
marketing relationship in particular—to identify prospective customers. The loss of one or more of our
strategic marketing relationships, or a reduction in the referrals and leads they generate, would
significantly reduce our future revenue and increase our expenses.

As a key part of our strategy, we have entered into agreements with a number of companies pursuant to which
these parties provide us with access to their customer lists and allow us to use their names in marketing our Web
services and products. Approximately 90% and 93% of our new customers in the years ended December 31, 2006
and 2005, respectively, were identified through our strategic marketing relationships. We believe these strategic
marketing relationships are critical to our business because they enable us to penetrate our target market with a
minimum expenditure of resources. If these strategic marketing relationships are terminated or otherwise fail, our
revenue would likely decline significantly and we could be required to devote additional resources to the sale and
marketing of our Web services and products, We have no long-term contracts with these organizations, and these
organizations are generally not restricted from working with our competitors. Accordingly, our success will
depend upon the willingness of these organizations to continue these strategic marketing relationships,

Our strategic marketing relationship with Discover is particularly important to us and accounted for
approximately 60% and 73% of our new customers in the years ended December 31, 2006 and 2005,
respectively. Customers attributable to our relationship with Discover represented approximately 51% and 57%
of our total revenue during the years ended December 31, 2006 and 20035, respectively. We expect that customer
relationships enabled by our strategic marketing relationship with Discover will continue to account for a
significant portion of our new customers and our revenue in the future. Discover is under no obligation to
continue to contract with us or continue this strategic marketing relationship, and either Discover or we can
terminate our agreement with short notice and no penalty. Additionally, this agreement expires pursuant Lo its
terms in November 2007, and we cannot ensure that the agreement will be extended or renewed. We therefore
cannot ensure that we will continue to have a relationship with Discover. If our strategic marketing relationship
with Discover ends, we will need to take remedial measures 10 generate customer leads, which could be
expensive, and if such efforts fail, our business would be materially harmed.

To successfully execute our business plan, we must also establish new strategic marketing relationships with
additional organizations that have strong relationships with small and medium-sized businesses that would
enable us to identify additional prospective customers. [f we are unable to diversify and extend our strategic
marketing relationships, our ability to grow our business may be compromised.

Most of our Web services are sold on a month-to-month basis, and if our eustomers either are unable or
choose not to subscribe to our Web services, our revenue may decrease.

Typically, our Web service offerings are sold pursuant to month-to-month subscription agreements, and our
customers can generally cancel their subscriptions 1o our Web services at any time with little or no penalty.

Historically, we have experienced a high turnover rate in our customer base. For the years ended December 31,
2006 and 2005. 47% and 52%, respectively, of our subscribers who were customers at the beginning of the
respective year were no longer subscribers at the end of the respective year. Customer turnover does not include
the acquisitions of | ShoppingCart.com and Renex. since they were purchased at the end of the third quarter.
While we cannot determine with certainty why our subscription renewal rates are not higher, we believe there are
a variety of factors, which have in the past led, and may in the future lead, to a decline in our subscription
renewal rates. These factors include the cessation of our customers’ businesses, the overall economic
environment in the United States and its impact on small and medium-sized businesses, the services and prices
offered by us and our competitors, and the evolving use of the Internet by small and medium-sized businesses. If
our renewal rates are low or decline for any reason. or if customers demand renewal terms less favorable to us,
our revenue may decrease, which could adversely affect our stock price.
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If economic or other factors negatively affect the small and medium-sized business sector, our customers
may become unwilling or unable to purchase our Web services and products, which could cause our
revenue to decline and impair our ability to operate profitably.

Our existing and target customers are small and medium-sized businesses. These businesses are more likely to be
significantly affected by economic downturns than larger, more established businesses. Additionally, these
customers often have limited discretionary funds, which they may choose to spend on items other than our Web
services and products. If small and medium-sized businesses experience economic hardship, they may be
unwilling or unable to expend resources to develop their Internet presences, which would negatively affect the
overall demand for our services and products and could cause our revenue to decline.

Our growth will be adversely affected if we cannot continue to successfully retain, hire, train, and manage
our key employees, particularly in the telesales and customer service areas.

Our ability to successfully pursue our growth strategy will depend on our ability to attract, retain, and motivate
key employees across our business. We have many key employees throughout our organization that do not have
non-competition agreements and may leave to work for a competitor at any time. In particular, we are
substantially dependent on our telesales and customer service employees to obtain and service new customers.
Competition for such personnel and others can be intense, and there can be no assurance that we will be able to
attract, integrate, or retain additional highly qualified personnel in the future. In addition, our ability to achieve
significant growth in revenue will depend, in large part, on our success in effectively training sufficient personnel
in these two areas. New hires require significant training and in some cases may take several months before they
achieve full productivity if they ever do. Our recent hires and planned hires may not become as productive as we
would like, and we may be unable to hire sufficient numbers of qualified individuals in the future in the markets
where we have our facilities. If we are not successful in retaining our existing employees, or hiring, training and
integrating new employees, or if our current or future employees perform poorly, growth in the sales of our
services and products may not materialize and our business will suffer.

We may expand through acquisitions of, or investments in, other companies or technologies, which may
result in additional dilution to our stockholders and consume resources that may be necessary to sustain
our business.

One of our business strategies is to acquire complementary services, technologies or businesses. In connection
with one or more of those transactions, we may:

»  issue additional equity securities that would dilute our stockholders;
» use cash that we may need in the future to operate our business; and

= incur debt that could have terms unfavorable to us or that we might be unable to repay.

Business acquisitions also involve the risk of unknown liabilities associated with the acquired business. In
addition. we may not realize the anticipated benefits of any acquisition, including securing the services of key
employees. Incurring unknown liabilities or the failure to realize the anticipated benefits of an acquisition could
seriously harm our business.

We may find it difficult to integrate recent and potential future business combinations, which could
disrupt our business, dilute stockholder value, and adversely affect our operating results.

During the course of our history, we have completed several acquisitions of other businesses. and a key element
of our strategy is to continue to acquire other businesses in the future. In particular, we completed the
1ShoppingCart.com and Renex acquisitions in September 2006. Integrating these recently acquired businesses
and assets and any businesses or assets we may acquire in the future could add significant complexity to our
business and additional burdens to the substantial tasks atready performed by our management team. In the
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future, we may not be able to identify suitable acquisition candidates, and if we do, we may not be able to
complete these acquisitions on accepiable terms or at all. In connection with our recent and possible future
acquisitions, we may need to integrate operations that have different and unfamiliar corporate cultures. Likewise,
we may need to integrate disparate technologies and Web service and product offerings, as well as multiple direct
and indirect sales channels. The key personnel of the acquired company may decide not to continue to work for
us. These integration efforts may not succeed or may distract our management’s attention from existing business
operations. Our failure to successfully manage and integrate 1ShoppingCart.com and Renex, or any future
acquisitions could seriously harm our business.

Accounting for acquisitions under generally accepted accounting principles could adversely affect our
reported financial results.

Under generally accepted accounting principles in the United States. we could be required to record charges for
in-process research and development or other charges in connection with future acquisitions, which would reduce
any future reported earnings or increase any future reported loss. Acquisitions could also require us to record
substantial amounts of goodwill and other intangible assets. For example, in connection with our recent
acquisitions of 1ShoppingCart.com and Renex, we recorded $17.9 million of goodwill. Any future impairment of
this goodwill, and the ongoing amortization of other intangible assets, could adversely affect our reported
financial results.

We have only recently become profitable and may not maintain our level of profitability.

Although we generated net income for the years ended December 31, 2006, 2005 and 2004, we have not
historically been profitable and may not be profitable in future periods. As of December 31, 2006, we had an
accumulated deficit of approximately $59.2 million. We expect that our expenses relating 1o the sale and
marketing of our Web services, technology improvements and general and administrative functions, as well as
the costs of operating and maintaining our technology infrastructure, will increase in the future. Accordingly, we
will need to increase our revenue to be able to maintain our profitability. We may not be able (o reduce in a
tireely manner or maintain our expenses in response to any decrease in our revenue, and our failure to do so
would adversely affect our operating results and our level of profitability.

Our operating results are difficult to predict and fluctuations in our performance may result in volatility
in the market price of our common stock.

Due to our limited operating history, our evolving business model, and the unpredictability of our emerging
industry, our operating results are difficult to predict. We expect to experience fluctuations in our operating and
financial results due to a number of factors, such as:

¢ our ability to retain and increase sales to existing customers, attract new customers, and satisfy our
customers’ requirements;

+ the renewatl rates for our services;

= changes in our pricing policies;

»  the introduction of new services and products by us or our competitors:
* our ability to hire, train and retain members of our sales force;

* the rate of expansion and effectiveness of our sales force;

» technical difficulties or interruptions in our services,

* generat economic conditions:

* additional investment in our services or operations:
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+  bulk licenses of our software; and

»  our success in maintaining and adding strategic marketing retationships.

These factors and others all tend to make the timing and amount of our revenue unpredictable and may lead to
greater period-to-period fluctuations in revenue than we have experienced historically.

As a result of these factors, we believe that our quarterly revenue and results of operations are likely to vary
significantly in the future and that period-to-period comparisons of our operating results may not be meaningful.
The results of one quarter may not be relied on as an indication of future performance. If our quarterly revenue or
results of operations fall below the expectations of investors or securities analysts. the price of our common stock
could decline substantially.

Our business depends in part on our ability to continue to provide value-added Web services and
products, many of which we provide through agreements with third parties, and our business will be
harmed if we are unable to provide these Web services and products in a cost-effective manner.

A key element of our strategy is to combine a variety of functionalities in our Web service offerings to provide
our customers with comprehensive solutions to their Internet presence needs. such as Internet search
optimization, local yellow pages listings, and e-commerce capability. We provide many of these services through
arrangements with third parties, and our continued ability to obtain and provide these services at a low cost is
central to the success of our business. For example, we currently have agreements with several service providers
that enable us to provide, at a low cost, Internet yellow pages advertising. However. these agreements may be
terminated on short notice, typically 60 to 90 days, and without penalty. If any of these third parties were to
terminate their relationships with us, or to modify the economic terms of these arrangements, we could lose our
ability to provide these services at a cost-effective price to our customers, which could cause our revenue to
decline or our costs to increase.

Our systems, and those of our co-location provider, are vulnerable to natural disasters and other
unexpected problems that could lead to interruptions, delays, loss of data, or the inability to accept and
fulfill customer suhscriptions.

Our network operating center, containing substantially all of our communications hardware. nearly all of our
non-sales staff, and much of our other computer hardware operations is located in Jacksonville, Florida.
Likewise, the facilities of our third-party co-location provider are located in Jacksonville, Florida. Additionally,
one of our sales centers. from which the majority of our sales are made. is located in Spokane, Washington.
Hurricanes. fire, floods, earthquakes, power loss, telecommunications failures, break-ins, computer sabotage, and
similar events could damage or destroy these systems and facilities and temporarily stop a majority of our
business activities in fulfilling customer orders and in securing new customers. Our business could be seriously
harmed, our revenues could decline and we could be required to make significant expenditures if our systems
were damaged or destroyed, or if our customer fulfillment were delayed or stopped, by any of these occurrences.

We rely heavily on the reliability, security, and performance of our internally developed systems and
operations, and any difficulties in maintaining these systems may result in service interruptions, decreased
customer service, or increased expenditures.

The software and workflow processes that underlie our ability to deliver our Web services and products have
been developed primarily by our own employees. The reliability and continuous availability of these internal
systems are critical to our business, and any interruptions that result in our inability to timely deliver our Web
services or products, or that materially impact the efficiency or cost with which we provide these Web services
and products, would harm our reputation, profitability, and ability to conduct business. In addition, many of the
software systems we currently use will need to be enhanced over time or replaced with equivalent commercial
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products, either of which could entail considerable effort and expense. If we fail to develop and execute reliable
policies, procedures. and tools to operate our infrastructure, we could face a substantial decrease in workflow
efficiency and increased costs, as well as a decline in our revenue.

We face intense and growing competition. If we are unable to compete successfully, our business will he
seriously harmed.

The market for our Web services and products is competitive and has relatively low barriers to entry. Our
competitors vary in size and in the variety of services they offer. We encounter competition from a wide variety
of company types, including:

*  Website design and development service and software companies;
* Internet service providers and application service providers;

= Internet search engine providers;

¢ Local business directory providers; and

»  Website domain name providers and hosting companies.

In addition, due to relatively low barriers to entry in our industry, we expect the intensity of competition to
increase in the future from other established and emerging companies. Increased competition may result in price
reductions, reduced gross margins, and loss of market share, any one of which could seriously harm our business.
We also expect that competition will increase as a result of industry consolidations and formations of alliances
among industry participants.

Many of our current and potential competitors have longer operating histories, significantly greater financial,
technical, marketing and other resources, greater brand recognition and, we believe, a larger installed base of
customers. These competitors may be able to adapt more quickly to new or emerging technologies and changes
in customer requirements. They may also be able to devote greater resources to the promotion and sale of their
services and products than we can. If we fail to compete successfully against current or future competitors. our
revenue could increase less than anticipated or decline, and our business could be harmed.

Our failure to build brand awareness quickly could compromise our ability to compete and to grow our
business.

As a result of the anticipated increase in competition in our market, and the likelihood that some of this
competition will come from companies with established brands, we believe brand name recognition and
reputation will become increasingly important, Qur strategy of relying significantly on third-party strategic
marketing relationships to find new customers may impede our ability to build brand awareness. as our
customers may wrongly believe our Web services and products are those of the parties with which we have
strategic marketing relationships. If we do not continue to build brand awareness quickly, we could be placed at a
competitive disadvantage to companies whose brands are more recognizable than ours.

If our security measures are breached, our services may be perceived as not being secure, and our business
and reputation could suffer.

Cur Web services involve the storage and transmission of our customers’ proprietary information. Although we
employ data encryption processes, an intrusion detection system, and other internal control procedures to assure
the security of our customers’ data, we cannot guarantee that these measures will be sufficient for this purpose. If
our security measures are breached as a result of third-party action, employee error or otherwise, and as a result
our customers’ data becomes available to unauthorized parties, we could incur liability and our reputation would
be damaged, which could lead to the loss of current and potential customers. If we experience any breaches of
our network security or sabotage, we might be required to expend significant capital and other resources to
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remedy, protect against or alleviate these and related problems, and we may not be able to remedy these
problems in a timely manner, or at all. Because techniques used by outsiders to obtain unauthorized network
access or to sabotage systems change frequently and generally are not recognized until launched against a target,
we may be unable to anticipate these techniques or implement adequate preventative measures.

If we cannot adapt to technological advances, our Web services and products may become obsolete and
our ability to compete would be impaired.

Changes in our industry occur very rapidly, including changes in the way the Internet operates or is used by small
and medium-sized businesses and their customers. As a result, our Web services and products could become
obsolete quickly. The introduction of competing products employing new technologies and the evolution of new
industry standards could render our existing products or services obsolete and unmarketable. To be successful,
our Web services and products must keep pace with technological developments and evolving industry standards,
address the ever-changing and increasingly sophisticated needs of our customers, and achieve market acceptance.
If we are unable to develop new Web services or products, or enhancements to our Web services or products, on
a timely and cost-effective basis, or if new Web services or products or enhancements do not achieve market
acceptance, our business would be seriously harmed.

Providing Web services and products to small and medium-sized businesses designed to allow them to
Internet-enable their businesses is a new and emerging market; if this market fails to develop, we will not
be able to grow our business.

Qur success depends on a significant number of small and medium-sized business outsourcing Website design,
hosting, and management as well as adopting other online business solutions. The market for our Web services
and products is relatively new and untested. Custom Website development has been the predominant method of
Internet enablement, and small and medium-sized businesses may be slow to adopt our template-based Web
services and products. Further, if small or medium-sized businesses determine that having an Internet presence is
not giving their businesses an advantage, they would be less likely to purchase our Web services and products. If
the market for our Web services and products fails to grow or grows more slowly than we currently anticipate, or
if our Web services and products fail to achieve widespread customer acceptance. our business would be
seriously harmed.

We are dependent on our executive officers, and the loss of any key member of this team may compromise
our ability to successfully manage our business and pursue our growth strategy.

Qur future performance depends largely on the continuing service of our executive officers and senior
management team, especially those of David Brown, our Chief Executive Officer. Qur executives are not
contractually obligated to remain employed by us. Accordingly. any of our key employees could terminate their
employment with us at any time without penalty and may go to work for one or more of our competitors after the
expiration of their non-compete period. The loss of one or more of our executive officers could make it more
difficult for us to pursue our business goals and could seriously harm our business.

Our growth could strain our resources and our business may suffer if we fail to implement appropriate
controls and procedures to manage our growth.

We are currently experiencing a period of rapid growth in employces and operations, with our employee base
increasing from 405 full-time employees as of December 31, 2005 to 637 full-time employees as of

December 31, 2006. This growth has placed, and will continue to place, a strain on our management,
administrative, and sales and marketing infrastructure. If we fail to successfully manage our growth, our business
could be disrupted, and our ability to aperate our business profitably could suffer. We anticipate that further
growth in our employee base will be required to expand our customer base and to continue to develop and
enhance our Web service and product offerings. To manage the growth of our operations and personnel, we will
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need to enhance our operational, financial, and management controls and our reporting systems and procedures.
This will require additional personnel and capital investments, which will increase our cost base. The growth in

our fixed cost base may make it more difficult for us to reduce expenses in the short term to offset any shortfalls
in revenue.

We may be unable to protect our intellectual property adequately or cost-effectively, which may cause us
to lose market share or force us to reduce our prices.

Our success depends, in part, on our ability to protect and preserve the proprietary aspects of our technology,
Web services, and products. If we are unable to protect our intellectual property, our competitors could use our
intellectual property to market services and products similar to those offered by us, which could decrease demand
for our Web services and products. We may be unable to prevent third parties from using our proprietary assets
without our authorization. We do not currently rely on patents to protect our core intetlectual property, and we
have not applied for patents in any jurisdictions inside or outside of the United States. To protect, control access
10. and limit distribution of our intellectual property. we generally enter into confidentiality and proprietary
inventions agreements with our employees, and confidentiality or license agreements with consultants, third-
party developers, and customers. We also rely on copyright, trademark, and trade secret protection. However,
these measures afford only limited protection and may be inadequate. Enforcing our rights to our technology
could be costly, time-consuming and distracting. Additionally, others may develop non-infringing technologies
that are similar or superier to ours. Any significant failure or inability to adequately protect our proprietary assets
will harm our business and reduce our ability to compete.

If we fail to maintain an effective system of internal controls, we may not be able to accurately or timely
report our financial results, which could cause our stock price o fall or result in our stock being delisted.

Effective internal controls are necessary for us to provide reliable and accurate financial reports. We will need to
devote significant resources and time to comply with the requirements of Sarbanes-Oxley with respect to internal
control over financial reporting. In addition, Section 404 under Sarbanes-Oxley requires that we assess and our
auditors attest to the design and operating effectiveness of our controls over financial reporting. Qur ability to
comply with the annual internal control report requirement for our fiscal year ending on December 31, 2007, will
depend on the effectiveness of our financial reporting and data systems and controls across our company and our
operating subsidiaries, We expect these systems and controls to become increasingly complex to the extent that
we integrate acquisitions and our business grows. To effectively manage this complexity, we will need to
continue to improve our operational. financial, and management controls and our reporting systems and
procedures. Any failure to implement required new or improved controls, or difficulties encountered in the
implemeniation or operation of these controls, could harm our operating results or cause us to fail 1o meet our
financial reporting obligations, which could adversely affect our business and jeopardize our listing on the
NASDAQ Global Market, either of which would harm our stock price,

We might require additional capital to support business growth, and this capital might not be available on
acceptable terms, or at all.

We intend to continue to make investments 1o support our business growth and may require additional funds to
respond to business challenges, including the need to develop new services and products or enhance our existing
Web services. enhance our operating infrastructure and acquire complementary businesses and technologies.
Accordingly, we may need to engage in equity or debt financings to secure additional funds. If we raise additional
funds through further issuances of equity or convertible debt securities, our existing stockholders could suffer
significant dilution, and any new equity securities we issue could have rights, preferences and privileges superior 1o
those of holders of our common stock. Any debt financing secured by us in the future could involve restrictive
covenants relating to our capital raising activities and other financial and operational matters, which may make it
more difficult for us to obtain additional capital and to pursue business opportunities, including potential
acquisitions. In addition, we may not be able to obtain additional financing on terms favorable to us, if at all. If we
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are unable to obtain adequate financing or financing on terms satisfactory 1o us, when we require it, our ability to
continue to support our business growth and to respond to business challenges could be significantly impaired.

Provisions in our amended and restated certificate of incorporation and bylaws or under Delaware law
might discourage, delay, or prevent a change of control of our company or changes in our management
and, therefore, depress the trading price of our comnton stock.

Our amended and restated certificate of incorporation and bylaws contain provisions that could depress the
trading price of our common stock by acting to discourage, delay, or prevent a change of control of our company
or changes in our management that the stockholders of our company may deem advantageous. These provisions:

« establish a classified board of directors so that not all members of our board are elected at one time:

+ provide that directors may only be removed for cause and only with the approval of 66%3% of our
stockholders;

*  require super-majority voting to amend some provisions in our amended and restated certificate of
incorporation and bylaws;

» authorize the issuance of blank check preferred stock that our board of directors could issue to increase
the number of outstanding shares to discourage a takeover attempt;

«  prohibit stockholder action by written consent, which requires all stockholder actions to be taken at a
meeting of our stockholders;

«  provide that the board of directors is expressly authorized to make, alter, or repeal our bylaws; and
« establish advance notice requirements for nominations for elections to our board or for proposing

matters that can be acted upon by stockholders at stockholder meetings.

Additionally, we are subject to Section 203 of the Delaware General Corporation Law, which generally prohibits
a Delaware corporation from engaging in any of a broad range of business combinations with any “interested”
stockholder for a period of three years following the date on which the stockholder became an “interested™
stockholder and which may discourage, delay, or prevent a change of control of our company.

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

We do not own any real estate. We lease the following principal facilities:

Square
Laocation Feet Lease Expiration
Headquarters and principal administrative, finance, and
marketing operations . .. ...... ... L i Jacksonville, FL 41,149 March 2008

Web services sales cemter ....... ..o Spokane, WA 15,931 June 2007
Leads.comsales CEBMEr . . ... u i ire e Manassas, VA 24,081 September 2014
Leads.comsalesCenter ............ocemuuiinnnrnnnnns Norion, VA 5467 November 2008
1ShoppingCart.com operations center .................. Barrie, Ontario,

Canada 8,301 May 2012
RenovationExperts.com operations center ............... Halifax, Nova Scotia,

Canada 5,104 May 2009
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Item 3. Legal Proceedings.

From time to time we may be involved in litigation relating to claims arising out of our operations. We are not
currently involved in any material legal proceedings.

Item 4, Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of our security holders during the quarter ended December 31, 2006.




PARTII

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.

Market Information

Since November 1, 2005, our common stock has been listed on the NASDAQ Global Market under the symbol
“WSPI". Prior to such time, there was no public market for our common stock. The following table sets forth the
high and low stock prices of our common stock for the last two fiscal years as reported on the NASDAQ Global
Market.

2006 2005
High Low High Low
First QUATEr ... vv i e $1420  $8.56 N/A N/A
Second QUATET . ..ot ivi i e $14.21  $8.60 N/A N/A
Third QUarter . . ... oo e e e $11.26  $8.65 N/A N/A
Fourth Quarer ... ...oooiii i e e $12.30  $7.85  $10.50  $8.11

The closing price for our common stock as reported by the NASDAQ Global Market on February 28, 2007 was
$9.20 per share. As of February 28. 2007, there were approximately 110 stockholders of record of our common
stock, not including those shares held in street or nominee name.

Dividend Policy

We have never declared or paid any cash dividends on our capital stock. We currently intend to retain any future
earnings to fund the development and expansion of our business, and therefore we do not anticipate paying cash
dividends on our common stock in the foreseeable future. Any future determination to pay dividends will be at
the discretion of our board of directors. None of our outstanding capital stock is entitled to any dividends.

Recent Sales of Unregistered Securities

There were no sales of unregistered equity securities by Website Pros that were not previously included in a
quarterly report on Form 10-Q or in a current report on Form 8-K.
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Item 6. Selected Financial Data.

Year Ended December 31,
2006(1) 2005(1) 2004 2003 2002
{in thousands, except per shzre data)

Consolidated Statement of Operations Data:

Revenues ....... .. ... .. . . . . $52,041  $37.770 $23,402 $16947 313,651
Income (loss) from operations ........................ 2,997 425 656  (1,373) (6,188)
Netincome (1088) . ... ot et anns 8,597 827 924 (1.532) (6,358)
Net income (loss) attributable (¢ common stockhoiders .. .. 8,597 (329) (370) (1.578) (6.338)
Basic net income (loss) attributable per common share . . . .. $ 051 % (0.0 % (0.12) § (027 $ (1.2D)
Diluted net income (loss) attributable per common share ... $ 044 § (0.05) § (0.12) $ 027) $ (1.22)
Basic weighted average common shares outstanding . ... .. 16,778 6,222 3.002 5,758 5.222
Diluted weighted average common shares outstanding . .. .. 19,430 6,222 3.002 5,758 5,222
As of December 31,
2006 2005 2004 2003 2002

(in thousands)

Consolidated Balance Sheet Data:

Cash and cash equivalents .. ......................... $42155 $55746 $ 6,621 $ 6282 § 467
Working capital ....... ... ... ... ... 39,534 51,535 4,926 2914 (4,151)
Totalassets ... i 93,360 76,370 13370 11,869 6,289
Long-term note payable and obligations under capital

leases ... ... ... 194 241 — — 447
Convertible redeemable preferred stock ... .............. — — 17,454 9,233 —_
Accumulated deficit ......... ... ... ... oo o (59,162) (67,759) (69,030) (68.485) (66.,896)
Total stockholders’ equity (deficit) .................... 83,956 638,335 (9,191} (3,153) (956)

(1) See Note 6 to the Consolidated Financial Statements for information regarding businesses acquired during
the years ended December 31, 2006 and 2005.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operation,
Safe Harbor

In addition to historical information, this Form 10-K comains forward-looking siatements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21 E of the Securities Exchange Act of 1934. Actual results
could differ materially from those projected in the forward-looking statements as a result of a mumber of factors,
risks and uncertainties, including the risk factors set forth in Item 1A. above and the risk factors set forth in this
discussion, especially under the captions “Variability of Results” and " Factors That May Affect Future
Operating Results” in this Form 10-K. Generally, the words “anticipate”, “expect”, “intend”, “believe’ and
similar expressions identify forward-looking statements. The forward-looking statements made in this Form 10-K
are made as of the filing date of this Form 10-K with the Securities and Exchange Commission, and future events
or circumstances could cause results that differ significantly from the forward-looking statements included here.
Accordingly. we caution readers not 10 place undue reliance on these siatements. We expressly disclaim any
obligation to update or alter our forward-looking statements, whether, as a resulr of new information, future
events or otherwise after the date of this document.

Overview

We believe we are a leading provider, based on our number of subscribers, of Do-it-For-Me Web services and
lead generation products that enable small and medium-sized businesses to establish. mainsain, promote, and
optimize their Internet presence. Qur primary service offerings, eWorks! XL and SmanClicks, are
comprehensive performance-based packages that include Website design and publishing, Internet marketing and
advertising, search engine optimization, search engine submission, lead generation and easy-to-understand Web
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analytics. As an application service provider, or ASP, we offer our customers a full range of Web services and
products on an affordable subscription basis. In addition to our primary service offerings, we provide a variety of
premiurm services to customers who desire more advanced capabilities; such as e-commerce solutions and other
sophisticated Internet marketing services and online lead generation, The breadth and flexibility of our offerings
allow us to address the Web services needs of a wide variety of customers, ranging from those just establishing
their Websites to those that want to enhance their existing Internet presence with more sophisticated marketing
and lead generation services. Additionally, as the Internet continues to evolve, we will refine and expand our
service offerings to keep our customers at the forefront.

Through the combination of our proprietary Website publishing and management sofiware, automated workflow
processes, and specialized workforce development and management techniques, we believe that we achieve
production efficiencies that enable us to offer sophisticated Web services at affordable rates. Our technology
automates many aspects of creating, maintaining, enhancing, and marketing Websites on behalf of our customers.
With approximately 74,000 subscribers to our eWorks! XL, SmartClicks, and premium subscription-based
services as of December 31, 2006 (approximately 14,000 can be attributed to our 2006 acquisitions). we believe
we are one of the industry’s largest providers of affordable Web services and products enabling small and
medium-sized businesses to have an effective Internet presence.

We sell our Web services and products to customers identified primarily through strategic relationships with
established brand name companies that have a large number of small and medium-sized business customers,
including Discover Financial Services, LLC, or Discover. We have a direct sales force based at our national sales
center in Spokane, Washington, that utilizes leads generated by our strategic marketing relationships to acquire
new customers. Our sales force specializes in selling to small and medium-sized businesses across a wide variety
of industries throughout the United States.

To increase our revenue and take advantage of our market opportunity, we plan to expand our subscriber base as
well as increase our revenue from existing subscribers. We intend to continue to invest in hiring additional
personnel, particularly in sales and marketing; developing additional services and products; adding to our
infrastructure to support our growth; and expanding our operational and financial systems to manage our growing
business. As we have in the past, we will continue to evaluate acquisition opportunities to increase the value and
breadth of our Web services and product offerings and expand our subscriber base.

Key Business Metrics

Management periodically reviews certain key business metrics to evaluate the effectiveness of our operational
strategies, allocate resources and maximize the financial performance of our business. These key business
metrics include:

Net Subscriber Additions

We grow our subscriber base through a combination of adding new subscribers and retaining existing
subscribers. We define net subscriber additions in a particular period as the gross number of new subscribers
added during the period. less subscriber cancellations during the period. For this purpose, we only count as new
subscribers those customers whose subscriptions have extended beyond the free trial period. Additionally, we do
not treat a subscription as cancelled, even if the customer is not current in its payments, until either we have
attempted to contact the subscriber twenty times or 60 days have passed since the most recent failed billing
attempt, whichever is sooner. In any event, a subscriber’s account is cancelled if payment is not received within
approximately 80 days.

We review this metric to evaluate whether we are performing to our business plan. An increase in net subscriber
additions could signal an increase in subscription revenue, higher customer retention, and an increase in the
effectiveness of our sales efforts. Similarly, a decrease in net subscriber additions could signal decreased
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subscription revenue, lower customer retention, and a decrease in the effectiveness of our sales efforts, Net
subscriber additions above or below our business plan could have a long-term impact on our operating results due
to the subscription nature of our business.

Monthly Turnover

Monthly tumover is a metric we measure each quarter, and which we define as customer cancellations in the
quarter divided by the sum of the number of subscribers at the beginning of the quarter and the gross number of
new subscribers added during the period, divided by three months. Customer cancellations in the quarter include
cancellations from gross subscriber additions, which is why we include gross subscriber additions in the
denominator. In measuring monthly turnover, we use the same conventions with respect to free trials and
subscribers who are not current in their payments as described above for net subscriber additions. Monthly
turnover is the key metric that allows management to evaluate whether we are retaining our existing subscribers
in accordance with our business plan. An increase in monthly turnover may signal deterioration in the quality of
our service, or it may signal a behavioral change in our subscriber base. Lower monthly turnover signals higher
customer retention.

Change in Accounting Principle

Effective January 1. 2006, we adopted Statement of Financial Accounting Standards 123(R) (SFAS No. 123(R)).
Share Based Payment. Since we previously adopted the expense recognition provisions of SFAS No. 123sthe
adoption of SFAS No. 123(R) had no material impact on our financial statements.

Sources of Revenue

We derive our revenue from sales of subscriptions, licenses, and services to our customers, Qur revenue
generally depends on the sale of a large number of subscriptions to small and medium-sized businesses. Leads
provided by a relatively small number of companies with which we have strategic marketing relationships
generate most of these sales, Customers acquired through our strategic marketing relationship with Discover
accounted for 51%, 57% and 65% of our total revenue in the years ended December 31, 2006, 2005. and 2004,
respectively. Customers acquired through our strategic marketing relationship with Discover accounted for 57%,
67%, and 78% of our subscription revenue in the years ended December 31. 2006, 2005, and 2004, respectively.

Subscription Revenue

We currently derive a substantial majority of our revenue from fees associated with our subscription services,
which are generally sold through our eWorks! XL, SmartClicks, Visibility Online, Renex and
1ShoppingCart.com offerings. A majority of our subscription contracts include the design of a five-page
Website, its hosting. and several additional Web services. In the case of eWorks! XL, upon the completion and
initial hosting of the Website, our subscription services are offered free of charge for a 30-day trial period during
which the customer can cancel at any time. After the 30-day trial period has ended, the revenue is recognized on
a daily basis over the life of the contract. No 30-day free trial period is offered to customers for our Visibility
Online services, and revenue is recognized on a daily basis over the life of the contract.

The typical subscription is a monthly contract, although terms range up to 12 months. We bill a majority of our
customers on a monthly basis through their credit cards, bank accounts, or business merchant accounts. For the
year ended December 31, 2006 subscription revenue accounted for approximately 90% of our total revenue as
compared to 86% and 83% for the years ended December 31, 2005 and 2004, respectively. The number of paying
subscribers 1o our Web services and lead generation products drives subscription revenue as well as the
subscription price that we charge for these services. The number of paying subscribers is affected both by the
number of new customers we acquire in a given period and by the number of existing customers we retain during
that period. We expect other sources of revenue to decline as a percentage of total revenue over time.
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License Reveniie

We generate license revenue from the sale of perpetual licenses to use our software products. Our software
products enable customers to build Websites either for themselves or for others. License revenue consists of all
fees earned from granting customers licenses to use our software products. Software may be delivered indirectly
by a channel distributor, through download from our Website, or directly to end users by us. We recognize
license revenue from packaged products upon shipment to end-users. We consider delivery of licenses under
electronic licensing agreements to have occurred when the related products are shipped and the end user has been
electronically provided with the licenses and software activation keys that allow the end user to take immediate
possession of the software. In periods during which we release new versions of our software, our license revenue
is likely to be higher than in periods during which no new releases occur.

Professional Services Revenue

We also generate professional services revenue from custom Website design and outsourced customer service
and sales support, Our custom Website design work is typically billed on a fixed price basis and over very short
periods. Our outsourced customer service and sales support services are typically billed on an hourly basis.

Cost of Revenue
Cost of Subscription Revenue

Cost of subscription revenue primarily consists of expenses related to marketing fees we pay to companies with
which we have strategic marketing relationships as well as compensation expenses related to our Web page
development staff, directory listing fees, customer support costs, domain name and search engine registration
fees, allocated overhead costs, billing costs, and hosting expenses. We allocate overhead costs such as rent and
utilities to all departments based on headcount. Accordingly. general overhead expenses are reflected in each cost
of revenue and operating expense category. As our customer base and Web services usage grows. we intend to
continue to invest additional resources in our Website development and support staff.

Cost of License Revenue

Cost of license revenue consists of costs attributable to the manufacture and distribution of the software,
compensation expenses related to our quality assurance staft, as well as allocated overhead costs.

Cost of Professional Services Revenue

Cost of professional services revenue primarily consists of compensation expenses related to our Web page
development staff and allocated overhead costs. We plan to add additional resources in this area to support the
expected growth in our professional services and custom design functions.

Operating Expenses
Sales and Marketing Expense

Sales and marketing expenses are our largest indirect cost and consist primarily of salaries and related expenses
for our sales and marketing staff. Sales and marketing expenses also include commissions, marketing programs,
including advertising, events, corporate communications, other brand building and product marketing expenses,
and allocated overhead costs.

We plan to continue to invest heavily in sales and marketing by increasing the number of direct sales personnel
in order to add new subscription customers as well as increase sales of additional and new services and products
to our existing customer base. Our investment in this area will also help us 10 expand our strategic marketing
relationships, to build brand awareness, and to sponsor additional marketing events. We expect that, in the future.
sales and marketing expenses will increase in absolute dollars and continue to be our largest indirect cost.
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Research and Development Expense

Research and development expenses consist primarily of salaries and related expenses for our research and
development staff, outsourced software development expenses, and allocated overhead costs. We have
historically focused our research and development efforts on increasing the functionality of the technologies that
enable our Web services and lead generation products. Our technology architecture enables us to provide all of
our customers with a service based on a single version of the applications that serve each of our product
offerings. As a result, we do not have to maintain multiple versions of our software, which enables us to have
lower research and development expenses as a percentage of total revenne. We expect that. in the future, research
and development expenses will increase in absolute dollars as we continue to upgrade and extend our service
offerings and develop new technologies.

General and Administrative Expense

General and administrative expenses consist of salaries and related expenses for executive, finance,
administration, and management information systems personnel, as well as professional fees, other corperate
expenses, and allocated overhead costs, We expect that general and administrative expenses will increase in
absolute dollars as we continue to add personnel to support the growth of our business.

Depreciation and Amortization Expense

Depreciation and amortization expenses relate primarily to our computer equipment, software and other
intangible assets recorded due to the acquisitions we have completed.

Critical Accounting Policies

Our discussion and analysis of our financial condition and results of operations are based on our consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in
the United States. The preparation of these financial statements requires us to make estimates and judgments that
affect the reported amounts of assets, liabilities, and expenses and related disclosure of contingent assets and
liabilities. We review our estimates on an ongoing basis, We base our estimates on historical experience and on
various other assumptions that we believe to be reasonable under the circumstances, the results of which form the
basis for making judgments about the carrying values of assets and liabilities. Actual results may differ from
these estimates under different assumptions or conditions. While our significant accounting policies are described
in more detail in Note | to our consolidated financial stalements included in this report, we believe the following
accounting policies to be critical to the judgments and estimates used in the preparation of our consolidated
financial statements.

Revenue Recognition

We recognize revenue in accordance with SEC Staff Accounting Bulletin No. 104 and other related generally
accepted accounting principles.

We recognize revenue when all of the following conditions are satisfied: (1) there is persuasive evidence of an
arrangement; (2) the service has been provided to the customer; (3) the amount of fees to be paid by the customer
is fixed or determinable: and (4) the callection of our fees is probable.

Thus, we recognize subscription revenue on a daily basis, as services are provided. Customers are biiled for the
subscription on a monthly, quarterly, semi-annual, or annual basis, at the customer's option. For all of our
customers, regardless of their billing method, subscription revenue is recorded as deferred revenue in the
accompanying consolidated balance sheets. As services are performed. we recognize subscription revenue on a
daily basis over the applicable service period. When we provide a free trial period. we do not begin to recognize
subscription revenue until the trial period has ended and the customer has been billed for the services.
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License revenue is derived from sales of software licenses directly to end-users as well as through value-added
resellers and distributors. Software may be delivered indirectly by a distributor, through download from our
Website, or directly to end-users by our company. We recognize revenue generated by the distribution of
software licenses directly by us in the form of a boxed software product or a digital download upon sale and
delivery to the end-user. End-users who purchase a software license online pay for the license at the time of
order. We do not offer extended payment terms or make concessions for software license sales. We recognize
revenue generated from distribution agreements where the distributor has a right of return as the distribugor sells
and delivers software license product to the end-user. We recognize revenue from distribution agreements where
no right of return exists when a licensed software product is shipped to the distributor. In arrangements where
distributors pay us upon shipment of software product to end-customers, we recognize revenue upon payment by
the distributor. We are not obligated to provide technical support in connection with software licenses and do not
provide technical support services to our software license customers. Our revenue recognition policies are in
compliance with Statement of Pesition, or SOP, 97-2 (as amended by SOP 98-4 and SOP 98-9), Software
Revenue Recognition.

Professional services revenue is generated from custom Website designs and outsourced customer service and
sales support services. Qur professional services revenue from contracts for custom Website design is recorded
using a proportional performance model based on labor hours incurred. The extent of progress toward completion
is measured by the labor hours incurred as a percentage of total estimated labor hours to complete. Labor hours
are the mosl appropriate measure to allocate revenue among reporting periods, as they are the primary input to
the provision of our professional services.

We account for our multi-element arrangements, such as in the instances where we design a custom Website and
separately offer other services such as hosting and marketing. in accordance with Emerging Issues Task Force
Issue 00-21. Revenue Arrangements with Multiple Deliverables. We identify each element in an arrangement and
assign the relative fair value 1o each element. The additional services provided with a custom Website are
recognized separately over the period for which services are performed.

Allowance for Doubtful Accounts

In accordance with our revenue recognition policy, our accounts receivable are based on customers whose payment
is reasonably assured. We monitor collections from our customers and maintain an allowance for estimated credit
Josses based on historical experience and specific customer collection issues. While credit losses have historically
been within our expectations and the provisions established in our financial statements, we cannot guarantee that we
will continue to experience the same credit loss rates that we have in the past. Because we have a large number of
customers, we do not believe a change in liquidity of any one customer or our inability to collect from any one
customer would have a material adverse impact on our consolidated financial position.

We also monitor failed direct debit billing transactions and customer refunds and maintain an altowance for
estimated losses based upon historical experience. These provisions to our allowance are recorded as an
adjustment to revenue. While losses from these items have historically been minimal, we cannot guarantee that
we will continue to experience the same loss rates that we have in the past.

Accounting for Stock-Based Compensation

We record compensation expenses for our employee and director stock-based compensation plans based upon the
fair value of the award in accordance with SFAS No. 123(R). Share Based Payment. which we adopted on
January 1, 2006. Because we previously adopted the expense recognition provisions of SFAS No.] 23,
Accounting for Stock-Based Compensation, the adoption of SFAS No.123(R) had no material impact on our
financial statements. Stock-based compensation is amortized over the related vesting periods.

Valuation at the Time of Grant. We granted to our employees options to purchase common stock at exercise
prices equal to the quoted market values of the underlying stock at the time of each grant. However, prior to
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November 2005, we valued the underlying stock at the time of each grant, as determined by our board of
directors. Our board determined these values principally based upon valuations performed by management as
well as arms-length transactions involving our common and preferred stock. We did not obtain contemporaneous
valuations by an unrelated valuation specialist, because prior to December 2003, our efforts were focused on
product and business development and the financial and managerial resources for doing so were limited, During
and subsequent to December 2003, we completed several arms-length preferred stock and common stock
transactions and believed that they represented the best indication of the fair value of our stock.

Reassessment of Fair Value. As described above, at the time we granted stock options, we believed that the per
share exercise price of the shares of common stock subject to options represented the fair value of that stock as of
the grant date. However, in connection with the preparation of the financial statements for our initial public
offering (IPO) and solely for the purposes of accounting for employee stock-based compensation, we
reconsidered the fair value of the equity awards. We noted that the fair value of the shares subject to the equity
awards granted during this period, as determined by our board of directors, was less than the potential valuations
implied by comparable company multiples that our underwriters were identifying for us in connection with our
preparations for the offering. We believed we should not ignore the discrepancies in the valuations in
determining the fair value of the equity awards. As a result, we applied hindsight to reassess the fair value of our
common stock for all equity awards granted in 2004.

In reassessing the fair value of the shares of common stock underlying the equity awards granted in 2004 and
2003, our board of directors constdered a combination of valuation methodologies, including income, market,
and rransaction approaches, that it believed was consistent with the practices recommended by the American
Institute of Certified Public Accountant’s Audit and Accounting Practice Aid Series Valuation of Privately-Held-
Company Equity Securities Issued as Compensation, or the practice aid.

We used a transaction-based method to reassess the fair value of the common stock underlying the equity awards
granted from March 2004 to May 2004, as our board reviewed the guidance set forth in the practice aid and
determined that the recently completed arms-length cash transactions with unrelated parties for the issuances and
repurchases of our equity securities represented observable prices that serve the same purpose as a quoted market
price. Additionally, we employed each of the market and income approaches as set forth in the practice aid for
grants made on August 20, 2004, December 1, 2004, April 6, 2005, June 153, 2005 and August 9, 2005, which were
the dates on which we made the most significant option grants in the respective quarters. Based upon an analysis of
the assumptions required to be made in, and the results of, each of these methods, we concluded that the transaction-
based method resulted in the best estimate of fair market value for grants made in Novemnber 2003 and in the period
from March 2004 through May 2004. We concluded that the market value approach did not yield the best estimate
of fair value, as there were no exact market comparables. As there were no recently completed arms-length
transactions with unrelated parties involving the same underlying security, we concluded that the income approach
vielded the best estimate of fair value during the period from June 2004 through August 2005.

In applying this reassessment methodology to value the shares of common stock underlying the awards granted
since March 2004, our board grouped the awards into five categories based on chronology: awards granted in
March 2004 through May 2004; awards granted in June 2004 through August 2004; awards granted in September
2004 through December 2004; awards granted in January 2005 through May 20035; and awards granted in June
2005 through Aungust 2005.

Equity awards granted in March 2004 through May 2004. For equity awards granted in March 2004 through
May 2004, our board noted that we had completed significant arms-length repurchases of common stock at
observable prices. During January 2004, we repurchased an aggregate of 201,207 shares at a price of $1.90 per
share, In February and March 2004, we repurchased 2,464,229 shares from 30 stockholders at $2.16 per share.
Based upon these transactions, our board determined the fair value of the securities underlying the awards
granted in this period to be $2.16 per share.
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Equiry awards granted in June 2004 through August 2004. For equity awards granted in June 2004 through
August 2004, our board determined that the income approach yielded the best estimate of fair value. We
employed the discounted cash flow method as described in the practice aid based upon financial models reviewed
by our board of directors and underlying a 11-year cash flow forecast. We determined the appropriate discount
rate by considering our stage of development, venture capital portfolio return, and weighted average cost of
capital studies outlined in the practice aid, as well as our own independent calculations of weighted-average cost
of capital. We used a discount rate of 32.5%, representing the fow end of the range suggested by studies in the
practice aid for companies in the second stage or expansion stage of development, as we had not entered the
Bridge/IPO stage described in the practice aid but had been delivering services to customers for several years. In
each of our discounted cash flow analyses, we used a growth rate implicit in the terminal value of 6%.

Equity awards granted in September 2004 through December 2004. For equity awards granted in September
2004 through December 2004, using the income approach described above, we prepared simitar discounted cash
flow analyses using a discount rate of 25%, representing the low end of the range suggested by studies referenced
in the practice aid for companies in the Bridge/IPO stage of development. As our board of directors had
determined to pursue an initial public offering and was actively seeking an additional round of private financing
in December 2004, we believe that this discount rale is appropriate.

Equity awards gramted in January 2005 through May 2005. For equity awards granted in January 2005 through
May 2005. using the income approach described above, we prepared similar discounted cash flow analyses using
a discount rate of 22.5%. Based upon our continued performance and the anticipated filing of our registration
statement, we determined that a further decrease in the discount rate from 25% to 22.5% was warranted.

Equity awards granted in June 2005 through August 2005. For equity awards granted between June 2005 and
August 2005, using the income approach described above, we prepared similar discounted cash flow analyses
using a discount rate of 219% for June 2005 and 20.5% for July and August 2005. Based upon our continued
performance and advancement of our registration process, we determined that a further decrease in the discount
rate from 22.5% was warranted.

For equity awards granted after November 2005, we valued the fair value of each option award, on the date of the
grant, using the Black Scholes option valuation model.




The table below summarizes our options granted during the years ended December 31, 2004, 2005, and 2006:

Exercise Price  Fair Value

Month Number of Shares Per Share Per Share
March 2004 . . s 8,700 $ 215 $ 2.15
April 2004 L 1.800 2.15 2.15
May 2004 . e e 2,400 2.15 2.15
June 2004 L e e 2,700 2.15 3.55
July 2004 . e 1,800 3.25 3.55
August 2004 e 128,600 3.25 3.55
September 2004 . ... ... 2,700 325 6.00
October 2004 ... . e 4,200 4.45 6.00
November 2004 . .. . . e 6,800 4.45 6.00
December 2004 ... ... 80,000 445 6.00
April 2005 . 728.799 9.00 7.10
April 2005 .. 73.241(1) 4.50 7.10
May 2005 ... 82,200 9.00 7.10
June 2005 .. 47,199 9.60 8.25
July 2008 L. 5,700 10.10 8.90
August 2005 .. 98,400 10.65 8.90
November 2005 ... ... . e 76,674 10.01 10.01
November 2005 .. ... .. e 160,000 10.00 10.00
December 2005 . ... ... ... ... 17.200 8.70 8.70
January 2006 .. ... 120,600 10.90 10.90
January 2006 ... e e 39,000 10.38 10.38
February 2006 .. ... ... .. .. 155,000 11.25 11.25
March 2006 ... ... .. e 16,000 14.05 14.05
April 2006 ... ... 10,000 11.45 11.45
May 2006 ... .. 70,000 11.64 11.64
July 2006 .. . e 20,400 10.00 10.00
October 2000 ... ... 302,350 10.98 10.98
2.261.863

{1} Consists of options assumed by us in connection with the LEADS com acquisition.

Goodwill and Intangible Assets

In accordance with Statement of Financial Accounting Standards No. 142 Goodwill and Other Intangible Assets,
we periodically evaluate goodwill and indefinite lived intangible assets for potential impairment. We test for the
impairment of goodwill and indefinite lived intangible assets annually, and between annual tests if an event
occurs or circumstances change that would more likely than not reduce the fair value of goodwill or indefinite
lived intangible assets below its carrying amount. Other intangible assets include, among other items, customer
relationships and non-compete agreements, and they are amortized using the straight-line method over the
periods benefited, which is up to eight years. Other intangible assets represent long-lived assets and are assessed
for potential impairment whenever significant events or changes occur that might impact recovery of recorded
costs. While we believe it is unlikely that any significant changes to the useful lives of our tangible and
intangible assets will occur in the near term, rapid changes in technology or changes in market conditions could
result in revisions to such estimates that could materially affect the carrying value of these assets and our future
operating results. See Note 7 “Goodwill and Intangible Assets” in the consolidated financial statements for
additienal information on goodwill and intangible assets.
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Accounting for Purchase Business Combinations

All of our acquisitions were accounted for as purchase transactions, and the purchase price was allocated to the
assets acquired and liabilities assurmed based on the fair value of the assets acquired and liabilities assumed. The
excess of the purchase price over the fair value of net assets acquired or net liabilities assumed, was allocated to
goodwill. The fair value of amortizable intangibles, primarily consisting of customer relatienships, non-compete
agreements, trade names, and technical know-how, was determined using valuation studies performed by an
independent third-party valuation expert.

In connection with the 1ShoppingCart.com and Renex acquisitions, we recorded intangible assets of $6.0 million
and goodwill of $17.9 million. These intangible assets are being amortized over periods ranging from three to
eight years, with the exception of the trade name intangible assets that have an indefinite life.

Provision for Income Taxes

We recognize deferred tax assets and liabilities on differences between the book and tax basis of assets and
liabilities using currently effective tax rates. Further, deferred tax assets are recognized for the expected
realization of available net operating loss carry forwards. A valuation allowance is recorded to reduce a deferred
tax asset to an amount that we expect to realize in the future. In prior years, we recorded a full valuation
allowance based on our belief that available objective evidence created sufficient uncertainty regarding the
realizability of our deferred tax assets. We review the adequacy of the valuation allowance on an ongoing basis
and recognize these benefits if a reassessment indicates that it is more likely than not that these benefits will be
realized. In addition, we evaluate our tax contingencies on an ongoing basis and recognize a liability when we
believe that it is probable that a liability exists and that the liability is measurable.

In accordance with SFAS No. 109 Accounting for Income Taves, the Company reevaluated the need for a full
valuation allowance on its deferred tax assets as a result of cumulative profits generated in the most recent three-
year period as well as other positive evidence. As a result of this evaluation, the Company recognized tax
benefits of $3.2 million in 2006, which was recorded as an income tax benefit.
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Results of Operations

The following table presents our selected consolidated statement of operations data for the periods indicated (in

thousands):
Year Ended December 31,
2006 2005 2004

Revenue:

SUDSCTIPLON L. . o e $46,789 $32.574 519415

IRt =31 ey S O PR 3,585 3,858 3425

Professional Services ... ... . e 1,667 1,338 562
Total reVeNUE . .. .. e 52041 37,770 23,402
Cost of revenue (excluding depreciation and amortization shown separitely below):

Subscriplion ... .. e 20.534 15,058 9,901

LCenSe .. e e e 958 1,013 719

Professional ServICeS v\ ot e e e e e 1,421 1,085 620
Total cost Of TEVEIUE . .. ot o e e e 22913 17.156 11,240
Gross Profit .. Lo e s 29,128 20.614 12,162
Operating expenses:

Salesand marketing ... ... ... . e e e 12,511 9,731 6,846

Research and development ... ... .. ... ... .. ... ... ... i 2256 1,895 1150

General and adminiSIralive . ... ..o e 9652 6,840 3,110

Depreciation and amortization ................ ... ... i i 1712 1,723 400
Total OPETating EXPENSES - . o . ..\t et e e 26,131 20,189 11,506
Income from OPerations ... ...... ... 2997 425 656
71 2 0 1= S P 2,400 402 59
Income before extraordinary item and income taxes .............. ... a.... 5.397 327 715
Extraordinary ftem . ... .. ... e — — 209
Income before INCOME LAXES .. ... 0.t e e 5,397 827 924
Income tax benefit . . . ... e e e 3,200 — —
NELIMCOME . . . oottt et e e e e e e e e e et 8,597 827 924
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The following table presents our selected consolidated statement of operations data expressed as a percentage of
our total revenue for the periods indicated:

Year Ended December 31,
2606 2005 2004

Revenue:
SUBSCIIPLION . . .ottt et e et e e 90% 86% 83%
TS5 1 7 10 15
Professional ServiCES . ... it e 3 4 2
TOtAl LEVERUE . o\ vttt et et it it et et e e e it 100 100 100
Cost of revenue (excluding depreciation and amortization shown separately below}:
SUbSCHPHON . . ..ot 39 40 42
OIS .« « v ottt et et e e e e e e e 2 3 3
Professional SErviCES . ... . i e e 3 3
Total coSt Of TEVENUE . . ... . e i et e e 44 46 48
Gross Profil .. oottt i s 56 54 52
Operating expenses:
Salesand markeling . . .. ... . i e 24 26 29
Research and development .......... ... ... . ittt 4 5 5
General and administrative ... ... .. o i i e 19 18 13
Depreciation and amortization ........... ittt e 3 5 2
Toltal operating eXxpenses ... ... it e 50 54 4
Income from Operations .. ... ... ..ot i e e 6 — 3
IIMETESE, TBL . ottt e ettt et et et e e e e a e e e 5 1 —
Income before extraoedinary item and income taxes . ........ ... oo 11 1 3
Extraordinary ftem . . .. ..ot - - 1
Income before INCOME TAXES . - -\ ot i et e it it iae s 11 i 4
Income tax benefit . ... ...t e e 6 - =
=L § 1 T 51 T=J G 17 4%

% 1%

The following table sets forth, for each component of revenue, the cost of the revenue expressed as a percentage
of the related revenue for each of the periods indicated:

Year Ended December 31,
2006 2005 2004

Cost of SUbSCHPUOT TEVEIIUE . .. ...ttt ettt iiinaa e 44% 46%  S51%
Cost O ICENSE TEVENUE .. ..ttt et iae it i ia i iiaan e aas 27 26 21
Cost of professional servicesrevenue .. .......... .. oo 85 g1 110

Comparison of Years Ended December 31, 2006 and 2005

Total revenue increased 38% to $52.0 million in the year ended December 31, 2006 from $37.8 million in the
year ended December 31, 2005.

Subscription Revenue. Subscription revenue increased 44% to $46.8 million in the year ended December 31,
2006 from $32.6 million in the year ended December 31, 2005. The majority of the increase of subscription
revenue over the prior year was due to an increase in customer base. an increase in average revenue per customer
resulting from price changes and increases in revenue due to our most recent acquisitions. Subscription revenue
increased approximately $9.5 million due to an increase in our customer base from approximately 51.000 as of
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December 31, 2005 to approximately 74,000 as of December 31, 2006, of which approximately 14,000
subscribers can be attributed to our most recent acquisitions. The remaining increase in our total subscriber base
can be primarily attributed to an increase in outbound telesales staff 1o 183 as of December 31, 2006 from 163 as
of December 31. 2005. The increase in our average revenue per customer over the prior year resulted in
additional revenues of approximately $3.2 million. In addition. the increase in subscription revenue includes a
full year of revenue attributable to our Leads.com product offering during 2006 as compared to approximately
nine-months of related revenue during 2003, the year of the acquisition, which resulted in approximately $1.5
million of additional revenue.

The consolidated average monthly turnover decreased 10 5.4% in the year ended December 31, 2006 from 6.0%
in the year ended December 31, 2005, which also had a positive impact on our total subscriber base and our net
subscriber additions. We believe that this improvement in monthly turnover was the result of better customer
service and the increased effectiveness and breadth of our services. Monthly turnover, excluding acquisitions,
would have been 5.8% in the year ended December 31, 2006.

License Revenue. License revenue decreased 7% to $3.6 million in the year ended December 31, 2006 from $3.9
million in the year ended December 31, 2003. This decrease was primarily attributable to the later release of our
NetObjects Fusion version 10.0 compared to the timing of the release of version 9.0 in the prior year.

Professional Services Revenue. Professional services revenue increased 25% to $1.7 million in the year ended
December 31, 2006 from $1.3 million in the year ended December 31, 2005. This increase was due to the
revenue growth of our custom Website development programs that increased professional services revenue
approximately $177 thousand in the vear ended December 31, 2006, In addition, professional services revenue
increased approximately $152 thousand due to the outsourced call center services acquired through our recent
acquisitions made during the year.

Cost of Revenue

Cost of Subscription Revenue. Cost of subscription revenue increased 36% to $20.5 million in the year ended
December 31, 2006 from $15.1 million in the year ended December 31, 2005. The increase in the cost of
subscription revenue of approximately $5.4 million was primarily the result of the costs associated with the
increase in our subscriber base during the year ended December 31, 2006. More specifically, during the year
ended December 31, 2006, we incurred additional costs of approximately $3.7 million related to the additional
subscription revenue from our acquisitions in April 2003 and September 2006. In addition, due 1o our increased
headcount of 205 as of December 31, 2006 from 142 as of December 31, 2005 (with 43 of such personnel related
to acquisitions during 2006), our employee compensation expenses increased approximately $794 thousand.
Lastly, gross margin increased on subscription revenue to 56% for the year ended December 31, 2006 from 55%
for the year ended December 31, 2005, as we continue to leverage our Website development and cusiomer
support costs over a growing base of subscribers.

Cost of License Revenue. Cost of license revenue decreased 5% to $958 thousand in the year ended

December 31, 2006 from $1.0 million in the year ended December 31, 2005. The decrease in the cost of license
revenue for the year ended December 31, 2006 was due primarily to the decrease in license revenue in the year
ended December 31, 2006 compared 10 the vear ended December 31, 2005.

Cost of Professional Services Revenue. Cost of professional services revenue increased 31% to $1.4 million in
the year ended December 31, 2006 from $1.1 million in the year ended December 31, 2005. An increase in the
cost of professional services of approximately $120 thousand was due to increased payroll and subcontractor
expenses. In addition, the costs associated with the increase of the outsourced call center services acquired
through our recent acquisitions were $142 thousand. The gross margin on professional service revenue decreased
1o 15% for the year ended December 31, 2006 as compared to 19% for the year ended December 31, 2005. This
was caused by an increase in consulting and payroll related costs associated with the development of new
products to be sold in future periods. The lower margin associated with the outsourced call center services
acquired through our acquisitions alse contributed to the decrease in gross margin.

37




Operating Expenses

Sules and Marketing Expenses. Sales and marketing expenses increased 29% to $12.5 million, or 24% of total
revenue, during the year ended December 31, 2006 from $9.7 million, or 26% of total revenue, during the year
ended December 31, 2005. An increase of sales and marketing expenses of $1.2 miilion was due to increased
employee compensation and benefits expense related to the increase in headcount to 332 as of December 31,
2006 from 203 as of December 31, 2005 (with 37 of such personnel related to acquisitions during 2006). In
addition, increases of $1.4 million in sales and marketing expense were attributable to the addition of sales and
marketing resources in connection with our acquisitions.

Research and Development Expenses. Research and development expenses increased 19% to $2.3 million, or 4%
of total revenue, during the year ended December 31, 2006 from $1.9 million, or 5% of total revenue, during the
year ended December 31, 2005. The increase was primarily due to an increase of $351 thousand in additional
research and development resources associated with our acquisitions,

General and Administrative Expenses. General and administrative expenses increased 41% to $9.7 million, or
19% of total revenue, during the year ended December 31, 2006 from $6.8 million, or 18% of total revenue,
during the year ended December 31, 2005. An increase in general and administrative expenses of $500 thousand
was due to employee compensation and benefits related to the increase in headcount to 47 at December 31, 2006
from 30 at December 31, 2005 (with 11 of such personnel related to acquisitions during 2006). In addition, there
was an additional $942 thousand related to stock compensation expense in the year ended 2006 than in the prior
year due to the increase in the average price per share. Due to our recent acquisitions, there was an increase of
approximately $900 thousand of additional general and administrative expenses over the prior year. In addition,
general and administrative expenses have increased by approximately $300 thousand due to the additional
expenses and fees associated with the reporting and other obligations of being a public company.

Depreciation and Amortization Expense. Depreciation and amortization expense remained unchanged at $1.7
million, or 3% of total revenue, during the year ended December 31, 2006 from $1.7 million, or 5% of total
revenue, during the year ended December 31, 2005. Amortization expense decreased to $900 thousand during the
year ended December 31, 2006 from $1.2 million for the prior year due to the customer relationship intangible
asset from an acquisition in 2005 being completely amortized at the beginning of the fiscal year. Depreciation
expense increased to $812 thousand during the year ended December 31, 2006 from $567 thousand for the prior
year due to the increase in fixed assets purchased and acquired in the acquisitions in 2006.

Net Interest Income. Net interest income increased 497% to $2.4 million, ar 3% of total revenue, during the year
ended December 31, 2006 from $402 thousand. or 1% of total revenue, during the year ended December 31,
2005, The increase in interest income was due to the investing of proceeds from our public offerings in money
market funds during the year ended December 31, 2006.

Income tax benefit. During the year ended December 31, 2006, the Company reevaluated the need for a full
valuation allowance on its deferred 1ax assets as a result of cumulative profits generated in the most recent three-
year period as well as other positive evidence. As a result of this evaluation, the Company recognized a net tax
benefit of $3.2 million. There was no release of the deferred tax asset valuation allowance during the year ended
December 31, 2005.

Comparison of Years Ended Decentber 31, 2005 and 2004

Total revenue increased 61% to $37.8 million in the year ended December 31, 2005 from $23.4 million in the
year ended December 31, 2004,

Subscription Revenue. Subscription revenue increased 68% to $32.6 million in the year ended December 31,
2005 from $19.4 million in the year ended December 31, 2004. Approximately $3.2 million of subscription
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revenue growth was driven by an expansion of our subscription package to include additional Web services and
related price increases to our subscription customers. Approximately $5.4 million of the increase in subscription
revenue was attributable to our 2005 acquisitions. Approximately $4.6 million of the increase in subscription
revenue was due to an increase of approximately 24% in the total number of subscribers to our eWorks! XL and
premium subscription-based services from approximately 41,000 as of December 31, 2004 to over 51,000 as of
December 31, 2005. Our net subscriber additions increased 24% from 8,028 for the vear ended December 31,
2004 to 9,970 for the year ended December 31, 2005. The increase in our total subscriber base and our net
subscriber additions can be primarily attributed to an increase in our Spokane outbound telesales staff from 123
to 135 as of December 31, 2004 and 2005, respectively. The subscribers and net subscriber addition numbers
described above exclude customers of services from our 2005 acquisitions that do not also subscribe to our
eWorks! XL or other premium subscription-based services.

The average monthly turnover for the last four quarters decreased to 6.0% in the year ended December 31, 2005
from 6.4% in the year ended December 31, 2004, which also had a positive impact on our total subscriber base
and our net subscriber additions. We believe that this improvement in monthly turnover was the result of better
customer service and the increased effectiveness and breadth of our services. Monthly turnover excluded
customer turnover from our 2005 acquisitions.

License Revenue. License revenue increased 13% to approximately $3.9 million in the year ended December 31,
2005 from approximately $3.4 million in the year ended December 31, 2004. The year ended December 31, 2005
included a significant increase in revenue as compared to other periods associated with the release of our
NetObjects Fusion version 9.0,

Professional Services Revenue. Professional services revenue increased 138% to $1.3 million in the year ended
December 31, 2005 from $562 thousand in the year ended December 31, 2004. This increase was partially due to
the implementation of a custom Website development program with additional third parties that generated $175
thousand and self-generated leads that generated $137 thousand in additional professional services revenue in the
year ended December 31. 2005. Additionally, the remaining increase was due to revenue growth of $426
thousand in the year ended December 31, 2005 from existing strategic marketing relationships.

Cost of Revenue

Cost of Subscription Revenue. Cost of subscription revenue increased 52% to $15.1 million in the year ended
December 31, 2005 from $9.9 million in the year ended December 31, 2004. The increase in costs was primarily
the result of the growth in the number of paying subscribers to our eWorks! XL and premium subscription-based
services from the year ended December 31, 2004 compared to the year ended December 31, 2005. This
subscriber growth resulted in an increase of $1.5 million in the absolute amount of marketing fees that we pay to
companies with which we have strategic marketing relationships. Additionally. the growth in our subscriber base
resulted in increased compensation and subcontractor expenses of $459 thousand associated with our Website
development and customer support staff, an increase of $143 thousand related to call lists and online advertising
and an increase of $168 thousand in billing costs. In addition, during the year ended December 31, 2005, cost of
subscription revenue increased by $2.9 million related to subscription revenue generated from our 2005
acquisitions. Although our cost of subscription revenue increased from 2004 to 2005, the gross margin on
subscription revenue increased from 49% during the year ended December 31, 2004 to 55% during the year
ended December 31, 2005, as we continue to leverage our Website development and customer support costs over
a growing base of subscribers.

Cost of License Revenue. Cost of license revenue increased 41% to $1.0 million in the year ended December 31,
2005 from $719 thousand in the year ended December 31, 2004. The increase was due to an increase of $101
thousand in manufacturing costs and $120 thousand in marketing services, Gross margin decreased from 79% in
the year ended December 31, 2004 to 74% in the year ended December 31, 2005 due to fewer software
downloads during 2005 and sales incentives offered during the year ended December 31, 2005.
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Cost of Professional Services Revenue. Cost of professional services revenue increased 75% to $1.1 million in
the year ended December 31. 2005 from $620 thousand in the year ended December 31, 2004. The increase
resulted from the addition of personnel to our professional services staff during 2005 to improve our capabilities
and drive revenue growth in this area. Compensation related expenses and independent contractor costs increased
approximately $433 thousand in the year ended December 31, 2005 from the year ended December 31, 2004,
Marketing fees paid to companies with which we have strategic marketing relationships also increased
approximately $14 thousand and shipping and handling increased $12 thousand during the year ended

December 31. 2005 from the year ended December 31, 2004. Although our costs of professional services revenue
increased from 2004 to 2005, the gross margin on professional services revenue increased from a negative 11%
during the year December 31, 2004 to a positive 19% during the year ended December 31, 2005. The gross
margin improvement is driven by increased revenue on a relatively fixed cost structure.

Operating Expenses

Sales and Marketing Expenses. Sales and marketing expenses increased 42% to $9.7 million, or 26% of total
revenue, during the year ended December 31, 2005 from $6.8 million, or 29% of total revenue, during the year
ended December 31. 2004. The increase was primarily due to an increase of $1.3 million in employee compensation
and subcontractor costs. $110 thousand in recruiting and employee relations costs, and $55 thousand in insurance
costs and facility rent expense. In addition, increases of $1.2 million in sales and marketing expense were
attributable to the addition of sales and marketing resources in connection with our 2005 acquisitions. We increased
our number of sales and marketing personnel by 31% from the year ended December 31, 2004 to the year ended
December 31, 2005 so that we could focus on adding new customers, increasing penetration within our existing
customer base, and improving customer retention. Additionat sales and marketing personnel associated with our
2005 acquisitions represented approximately 60% of the personnel increase.

Research and Development Expenses. Research and development expenses increased 65% to $1.9 million. or 5% of
total revenue, during the year ended December 31, 2005 from $1.2 million, or 5% of total revenue, during the year
ended December 31, 2004. The increase was primarily due to an increase of $320 thousand in employee
compensation expense and $196 thousand in outsourced labor expense. We increased our outsourced development
resources from 2004 to 2005 so that we could upgrade and extend our Web service offerings. An increase of $225
thousand was due to additional research and development resources associated with our 2005 acquisitions.

General and Administrative Expenses. General and administrative expenses increased 120% to $6.8 million, or
189% of total revenue, during the year ended December 31, 2005 from $3.1 million, or 13% of total revenue,
during the year ended December 31, 2004. Employee compensation costs and professional and outside service
costs increased $1.6 million and $453 thousand, respectively. Telephone, bad debt. public relations, franchise tax
and currency exchange losses increased $91 thousand, $21 thousand, $57 thousand, $40 thousand and $107
thousand, respectively. Finally, additional resource and facility costs associated with our 2005 acquisitions
resulted in an increase of $1.2 million during the year ended December 31, 2005. Our general and administrative
headcount increased 131% from December 31, 2004 to December 31, 2003, as we added personnel to support our
growth and to prepare our company to meet the additional requirements of being a public company in connection
with our recent public offering. Additional general and administrative personnel associated with our recent
acquisitions accounted for 82% of the personnel increase.

Depreciation and Amortization Expense. Depreciation and amortization expense increased 331% to $1.7 million
or 5% of total revenue, during the year ended December 31, 2005 from $400 thousand, or 2% of total revenue,
during the year ended December 31, 2004. The increase was mainly due to additional depreciation and
amortization expense of $1.3 million during 2005 related to the 2005 acquisitions.

Net Interest Income. Net interest income increased 58 1% to $402 thousand or 1% of total revenue. during the
year ended December 31, 2005 from $59 thousand, or 0.2% of total revenue, during the year ended December 31,
2004. The increase was due to the net proceeds of our initial public offering, $41.6 million, of which was
invested in money market funds during the year ended December 31, 2005.
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Liquidity and Capital Resonrces

As of December 31, 2006, we had $42.2 million of cash and cash equivalents and $39.5 million in working
capital, as compared to $55.7 million of cash and cash equivalents and $51.5 million in working capital as of
December 31, 2005.

Net cash provided by operations for the year ended December 31, 2006 increased 66%. or $2.6 million, to $6.5
million from $3.9 miltion for the year ended December 31, 2005. This increase was principally due to improved
operating performance reflected in a 38% increase in revenue and a resulting $4.6 million net income before
extraordinary items and income taxes, while non-cash stock compensation expense increased $1.2 miliion. This
increase in cash was partially offset by a decrease in accounts payable and accrued expenses and an increase in
accounts receivable.

Net cash used in investing activities in the year ended December 31, 2006 was $22.0 million as compared 10 346
thousand in the year ended December 31, 2005. On September 30. 2006, we made cash payments 1o acquire
substantially all of the assets and select liabilities of 1ShoppingCart.com and Renex totaling approximately $20.5
million, including acquisition expenses. Other investing activities in 2006 consisted of the purchase of fixed
assets for approximately $1.5 million.

Net cash provided by financing activities in the year ended December 31, 2006 was $1.9 million as compared to
545.3 million for the year ended December 31, 2005, On August 2, 2006, we compleied a secondary offering
whereby certain stockholders sold 3,339,126 common shares and we sold 200,000 common shares for net
proceeds to us of approximately $1.0 million. During 2006, employees exercised stock options generating $940
thousand in proceeds and we paid debt of $49 thousand. Net cash provided by financing activities during the year
ended 2005 included $3.0 million from the issuance of convertible redeemable preferred stock and $44.6 million
from the initial public offering, net of underwriting discounts. In addition. in 2005, we also incurred $2.4 million
of additional costs related to the initial public offering,

Contractual Obligations and Commitments

Our principal commitments consist of obligations under leases for office space {operating and capital) and a note
payable for purchase of the LEADS.com domain name. The {ollowing summarizes our long-term contractual
obligations as of December 31. 2006:

Payment Due by Period

Contractual Obligations Total 2007 2008 2009 2010 2011  thereafter
(in thousands)

Operating lease obligations ..................... $3.232 $1063 3$548 $333 8306 3312 %670

Capital lease obligations ....................... $ 92 % 39 $29 $§ 4 33— $— $—

Notepayable ......... ... ... .. ....viin. $ 280 % 110 %110 $ 60 $— $— $—

Summary

Our future capital uses and requirements depend on numerous forward-looking factors. These factors inciude but
are not limited to the following:

+  the costs involved in the expansion of our customer base;
*+ the costs involved with investment in our servers. storage and network capacity;
+ the costs associated with the expansion of our domestic and international activities;

+ the costs involved with our research and development activities to upgrade and expand our service
offerings; and

» the extent to which we acquire or invest in other (echnologies and businesses,
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We believe that our existing cash and cash equivalents wilj be sufficient to meet our projected operating
requirements for at least the next 12 months, including our sales and marketing expenses, research and
development expenses, capital expenditures, and any acquisitions or investments in complementary businesses,
services, products or technologies. As of December 31, 2006 and 2005, we did not have any relationships with
unconsolidated entities or financial partnerships, such as entities often referred to as structured finance or special
purpose entities, which would have been established for the purpose of facilitating off-balance sheet
arrangements or other contractually narrow or limited purposes.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.
Foreign Currency Exchange Risk

Our results of operations and cash flows are subject to fluctuations due to changes in foreign currency exchange
rates, particularly changes in the Euro and the Canadian Dollar. We will analyze our exposure to currency
fluctuations and may engage in financial hedging techniques in the future to reduce the effect of these potential
fluctuations. We have not entered into any hedging contracts since exchange rate fluctuations have had little
impact on our operating results and cash flows. The majority of our subscription agreements are denominated in
U.S. dollars. To date, our foreign sales have been primarily in Euros. Sales to customers domiciled outside the
United States were approximately 6% of our total revenue in each of the years ended December 31, 2006 and
2005. Sales in Germany represented approximately 61% and 64% of our international revenue in the years ended
December 31, 2006 and 2005, respectively.

Interest Rate Sensitivity

We had unrestricted cash and cash equivalents totaling $42.2 million and $55.7 million at Decemnber 31, 2006
and 2005, respectively. These amounts were invested primarily in money market funds. The unrestricted cash,
cash equivalents and short-term marketable securities are held for working capital purposes. We do not enter into
investments for trading or speculative purposes. Due to the short-term nature of these investments, we believe
that we do not have any material exposure to changes in the fair value of our investment portfolio as a result of
changes in interest rates. Declines in interest rates, however, will reduce future investment income.
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Item 8. Financial Statements and Supplementary Data.
Quarterly Results of Operations

The following tables sei forth selected unaudited quarterly consolidated statement of operations data for the eight
most recent quarters. The information for each of these quarters has been prepared on the same basis as the audited
consolidated financial statements included in this prospectus and, in the opinion of management, includes all
adjustments necessary for the fair presentation of the results of operations for such periods. This data should be read
in conjunction with the audited consolidated financial statements and the related notes included in thns prospectus.
These quarterly operating results are not necessarily indicative of our operating results for any future period,

Three Months Ended

Mar 31, Jun30, Sept30, Dec3l, Mar 31, Jun30, Sept30, Decll,
2006 2006 2006 2006 2005 2005 2005 2005
{in thousands)

Total revenue . ... .............. $11.613 $12,037 $12,039 $16,352 $7.318 $9.127 310,103 $11,222
Total cost of revenue . ........... 5089 5190 57382 7,252 3336 4256 4,654 4910
Grossprofit .................... 6,524 6,847 6,657 9,100 3,982 4,871 5449 6,312
Total operating expenses ......... 6,054 6,116 5984 7977 3,732 5,019 5465 5973
Incorme (loss) from operations . . . .. 470 731 673 1,123 250  (148) (16) 339
Netincome (loss) ............... 1,021 1,357 1383 4,836(1) 276 (11D) 20 643
Net income (loss) attributable to

common stockholders .......... $1.021 $ 1,357 3 1,383 $ 4836(1) $ (64)$ (452) 8 (319)% 506
Net income (loss) attributable per

comnon share;
Basic ............ ... ... 0., $ 0638 083% 083 28(1) $(0.02)3(0.10)$ (0.06)$ 0.04
Diluted ....................... .05 07 07 25(1)  (0.02) (0.10y  (0.06)  0.03

(1) Included in the net income for the three months ended December 31, 2006 is a tax benefit of $3.2 million.
which was the result of a reduction in the deferred tax asset reserve allowance.

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.
Evaluation of disclosure controls and procedures.

Based on their evaluation as of December 31, 2006, our Chief Executive Officer and Chief Financial Officer,
have concluded that our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amended) were sufficiently effective to ensure that the information
required to be disclosed by us in this Form 1{-K was recorded, processed, summarized and reported within the
timme periods specified in the Securities and Exchange Commission’s rules and forms,

Management’s Report on Internal Control over Financial Reporting.

The management of Website Pros, Inc. is responsible for establishing and maintaining adequate internal control
over financial reporting as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange
Act of 1934, as amended. The Company’s internal control over financial reporting is designed to provide
reasonable assurance, based on an appropriate cost-benefit analysis, regarding the reliability of our financial
reporting and the preparation of financial statements for external purposes in accordance with U.S. generally
accepted accounting principles. The Company’s internal control over financial reporting includes those policies
and procedures that: (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
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reflect the transactions and dispositions of the assets of the Company; (i) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with

U.S. generally accepted accounting principles, and that receipts and expenditures of the Company are being made
only in accordance with authorizations of management and directors of the Company; and (iii) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of
the Company's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Therefore, even those systems determined to be effective can provide only reasonable assurance
with respect to financial statement preparation and presentation. Also, projections of any evaluation of
effectiveness to future periods are subject to risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of the Company's internal control over financial reporting as of
December 31, 2006. In making this assessment, management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control-Integrated Framework.
Based on management’s assessment and those criteria, management concluded that the Company maintained
effective internal controi over financial reporting as of December 31. 2006.

Management excluded from its assessment of the effectiveness of the Company’s internal control over financial
reporting the interna! controls of 1ShoppingCart.com Canada Corp. and IShoppingCart.com Corp. (together,
“1ShoppingCart.com™) and Renex, Inc. (“Renex”) acquired by the Company during fiscal 2006, which are
included in the 2006 consolidated financial statements of the Company and constituted $25.9 million and

$23.6 million of total assets and net assets, respectively. as of December 31, 2006. 1ShoppingCart.com and
Renex’s revenue and net income was $3.5 million and $604 thousand, respectively, for the year ended
December 31, 2006. Collectively, 1ShoppingCart.com and Renex’s total assets and net assets as of December 31,
2006 were 28% of the Company’s total assets and net assets, Collectively, 1ShoppingCart.com and Renex’s
revenue and net income for the year ended December 31, 2006 were 7% of the Company s total revenue and net
income. Management will include the internal controls of 1ShoppingCart.com and Renex in its assessment of the
effectiveness of the Company’s internal control over financial reporting for fiscal year 2007.

The Company's independent registered public accounting firm, Emst & Young LLP, has issued an audit report
on management’s assessment and the effectiveness of the Company’s internal control over financial reporting.

Report of Independent Registered Public Accounting Firm on Internal Control over Financial Reporting
The Board of Directors and Shareholders of Website Pros, Inc.

We have audited management’s assessment, included in the accompanying Management's Report on Internal
Control Over Financial Reporting, that Website Pros, Inc. maintained effective internal control over financial
reporting as of December 31, 2006 based on criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO critena).
Website Pros Inc.’s management is responsible for maintaining effective internal control over financial reporting
and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to
express an opinion on management’s assessment and an opinion on the effectiveness of the company’s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.
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A company’s intemal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial siatements for external purposes in
accordance with U.S. generally accepted accounting principles. A company’s internal control over financial
reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with U S, generally accepted accounting principles, and that receipts and expenditures of the
company are being made only in accordance with authorizations of management and directors of the company:
and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use,
or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

As indicated in the accompanying Management’s Report on Internal Control Over Financial Reporting,
management’s assessment of and conclusion on the effectiveness of internal control over financial reporting did
not inctude the internal controls of 1ShoppingCart.com Canada Corp and 1ShoppingCart.com Corp. (together,
*15ShoppingCart.com”) or Renex, Inc., which are included in the 2006 consolidated financial statements of
Website Pros, Inc. and constituted $25.9 million and $23.6 million of total and net assets, respectively, as of
December 31, 2006 and $3.5 million and $604 thousand of revenues and net income, respectively, for the year
then ended. Our audit of internal control over financial reporting of Website Pros, Inc. also did not include an
evaluation of the internal control over financial reporting of 1ShoppingCart.com or Renex, Inc.

In our opinion, management's assessment that Website Pros, Inc. maintained effective internal control over
financial reporting as of December 31, 2006 is fairly stated. in all material respects, based on the COSO criteria.
Also, in our opinion, Website Pros, Inc, maintained, in all material respects, effective internal control over
financial reporting as of December 31. 2006, based on the COSO criteria.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the 2006 consolidated financial statements of Website Pros, Inc. and our report dated March 7,
2007 expressed an unqualified opinion thereon.

s/ Ernst & Young LLP

Jacksonville, FL
March 7, 2007

Changes in internal control over financial reporting.

There were no changes in our internal controls over financial reporting (as defined in Rules 13a-15(f) and
15d-15(f)) during the year ended December 31, 2006 that have materially affected, or are reasonably likely to
materially affect. our internal controls over financial reporting.

Item 9B, Other Information.

None.
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PART Il

Item 10. Directors, Executive Officers and Corporate Governance.

The information required by this item, including such information regarding our directors and executive officers and
compliance with Section 16(a) of the Securities Exchange act of 1934, is incorporated herein by reference from the
Proxy Statement. We have adopted a written code of ethics that applies to our principal executive officer, principal
financial officer and principal accounting officer, or persons performing similar functions. The code of ethics is
posted on our Website at http://ir.websitepros.com/sec.cfm. Amendments to, and waivers from, the code of ethics
that applies to any of these officers, or persons performing similar functions, and that relates to any element of the
code of ethics definition enumerated in [tem 406(b) of Regulation S-K, wilt be disclosed at the Website address
provided above and, to the extent required by applicable regulations, on a current report on Form 8-K.

Item 11. Executive Compensation.

The information required by this item is incorporated herein by reference from the section entitled “Executive
Compensation” in the Proxy Statement.

Item 12. Security Ownership of Certain Beneficial OQwners and Management and Related Stockholder
Matters.

The information required by this item is incorporated herein by reference from the sections entitled “Security
Ownership of Certain Beneficial Owners and Management” and “Equity Compensation Plan Information™ in the
Proxy Statement.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

The information required by this item is incorporated herein by reference from the section entitled *Certain
Relationships and RelatedTransactions™ in the Proxy Statement.

Item 14. Principal Accounting Fees and Services.

The information required by this item is incorporated herein by reference from the section entitled “Proposal 2—
Ratification of Selection of Independent Registered Public Accounting Firm” in the Proxy Statement.

46




PART IV

Item 15, Exhibits, Financial Statement Schedules.

The following documents are filed as part of this Form 10-K:

1. Financial Statements

INDEX TO FINANCIAL STATEMENTS

Website Pros, Inc,
Report of Independent Registered Public Accounting Firm .. ..... ... .. .. . . ...,
Consolidated Balance Sheets at December 31, 2006 and 2005 ... .. .o i
Consolidated Statements of Operations for the years ended December 31, 2006, 2005 and 2004 ... ......
Consolidated Statements of Stockholders’ Equity (Deficit) and Convertible Redeemable Preferred Stock
for the years ended December 31,2006, 2005and 2004 ... ... ... . . e
Consolidated Statements of Cash Flows for the years ended December 31. 2006, 2005 and 2004 ... ... ...
Notes to Consolidated Financial Statements .. ... ... . . . . ittt o einiiienns
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
Website Pros, Inc.

We have audited the accompanying consolidated balance sheets of Website Pros, Inc. as of December 31. 2006
and 2005, and the related consolidated statements of operations. stockholders’ equity (deficit) and convertible
redeemable preferred stock, and cash flows for each of the three years in the period ended December 31, 2006.
These financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects. the
consolidated financial position of Website Pros, Inc. at December 31, 2006 and 2005 and the consolidated results
of its operations and its cash flows for each of the three years in the period ended December 31, 2006, in
conformity with U.S. generally accepted accounting principles.

We have also audited. in accordance with the Standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of Website Pros, Inc.’s internal control over financial reporting as of
December 31, 2006, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated March 7, 2007
expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Jacksonville, Florida
March 7, 2007
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Website Pros, Inc.
Consolidated Balance Sheets

{In thousands)
December 31,
2006 2005

Assets
Current assets:

Cashand cashequivalents .. ... .. ... . i i $ 42155 $ 55.746

Accounts receivable, net of allowance of $280 and $383, respectively ............ 4,202 1.941

Inventories, net of reserves of $48 and $51, respectively .. ........... ... ... ... 69 138

Prepaid eXpenses . ... .. e e 616 506

Prepaid marketing fees and other current assets .., ... ... ... ... ... .. ... 986 770

Deferred 1akes ... .. ot e 531 —
Total CUTTENT ASSEIS . . . .. ..o ittt et e e e e e e e e e e e 48,559 59,101
Property and equipment, net . ... ... . . e 2337 1,068
Goodwill and other intangible assets, net ......... .. .. i i e 39.177 16,105
Deferred 8XeS .. ... e 2,669 —
OHhET ASSELS .. .ottt e e 618 96
Ol ASSEIS .t ittt e e $ 93,360 § 76,370
Liabilities and stockholders’ equity
Current liabilities:

Accounts payable ... e $ 920 § 1,280

ACCIUBd BXPRISES ..ottt it e e 3.028 2.391

Deferredrevenue ... ... .. .. e 4,594 3,193

Accrued marketing fees . ... ... 234 297

Notes payable, COmment . ... .. oo e i e e e 85 65

Obligations under capital leases. current .. ........... ... u it .. 52 —

Other liabilities ... ... .. .. . e 102 340
Total current liabilities ... ... ... .. e 9,025 7,566
AcCrued TENt BXPeIISE . . ..ot 158 177
Notes payable, long term . ., ... .. ... . e 162 241
Obligations under capital leases, long-term ... .. ... . . o i 32 —
Other long-term liabilities . .. .. .. .. . o 27 31
Total liabilities .. ... e e 0,404 8,015
Stockholders’ equity:
Common stock, $0.001 par vatue; 150,000,000 shares authorized, 17,331,626 and

16,509,602 shares issued and outstanding at December 31, 2006 and 2005 .......... 17 17

Additional paid-incapital ... ... . ... e 143,101 136,097
Accumulated deficit . ... . e e e (59,162) (67,759)
Total stockholders” equity . .. ... .. o e 83,956 68,355
Total liabilities and stockhelders’ equily ... ... ..ottt e n $ 93360 $ 76370

See accompanying notes to consolidated financial statements.
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Website Pros, Inc.
Consolidated Statements of Operations
(In thousands, except per share amounts)

Year Ended December 31,
2006 2005 2004
Revenue:
SUDSCIIPLON . . o\ttt ettt et e e e e e e $46,789 $32,574 $19,415
T =1 1= OO 3,585 3,858 3,425
Professional SEIVICES .o v vttt e e e e e 1,667 1,338 562
Total TEVENUE .. v vt s et e e e et e e e e e e e 52,041 37,770 23,402
Cost of revenue (excluding depreciation and amortization shown separately below):
Subscription (A) . ..o oot i e e 20,534 15,058 9,901
IR =1« 1 = O 958 1,013 719
Professional SErvICES .. ... v ir it e e e s 1.421 1,085 620
Total COSt OF FEVETUE . . .. ottt it s ettt e e nen 22913 17,156 11,240
Gross profit .. .. ... e 29,128 20614 12,162
Operating expenses:
Sales and marketing () ....... .. ... L i 12,511 9,731 6,846
Research and development (2) . ............ .. i, 2,256 1,895 1,150
General and administrative (8) .. ... et e 9,652 6,840 3,110
Depreciation and amortization .......... ... iriian i 1,712 1,723 400
Total OPErating €XPENSES . . oo v v it ettt eae e e 26,131 20,189 11,506
Income from OPEratioNS . . ...\ ' vttt et e i e 2,997 425 656
Other income (expense):
Interest INCOME . .. ... . ' e it ieieaennnas e 2,417 423 69
INEErest EXPENSE . . ...t o vttt it iee et e an 2n (10)
Total O heT IMCOTNE . . oo i ettt ettt e ae e e et a e e e a e 2,400 402 59
Income before extraordinary item and income ax . ............cooivann... 5,397 827 715
Extraordinary item . ... e — — 209
Income before INCOME tax . ... .. it i e et 5,397 827 024
Income tax benefit . ... .. . e 3,200 — —
V=Y A0 103 ) = S 8,597 827 924
Preferred stock dividends . ...... ..o it i e — (1,156) (1,294)
Net income (loss) attributable to common stockholders ..................... $8597 $§ (329 § (370
Basic net income (loss) attributable per common share . ......... .. . ... $ 051 % (0.05) % (0.12)
Diluted net income (loss) attributable per common share .................... $ 044 3 (005 $ (0.12)
Basic weighted average common shares outstanding .. ........... ... ... ... 16,778 6.222 3,002
Diluted weighted average common shares outstanding . ..................... 19,430 6,222 3,002
(a) Stock based compensation included above
Subscription (cost of revenue) ........ ... $ 137 55 11
Sales and Marketing ... ..o $ 365 127 35
Researchand development . ........ .. .o 222 139 15
General and adminiStrative . ... ... . ottt e e e 1,309 474 34
$ 1896 § 740 § 84

See accompanying notes to consolidated financial statements.
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Website Pros, Inc.
Consolidated Statements of Cash Flows
(In thousands)

Year Ended December 31,

2006 2005 2004
Cash flows from operating activities
I [ o To7s) 111 <Rt $ 8597 § 827 § 924
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization . ........ ... ..ol 1,712 1.723 400
Stock-based COMPENSAtion @XPENSE . ... . ...cirirrrnnnrrini e 2,033 795 95
Deferred income tax benefit ........ ... it {3,200) _ —
Non-cash extraordinary gain . .. ... ittt e — _ (209)
Changes in operating assets and liabilities:
Accounts receivable, DEL ... .. . i (1,833) 431 (843)
INVENIOTIES, TIEL « ot vttt vt e et et e e e e et e anan e nsa e 69 40 (95)
Prepaid expenses and otherassets . ..........oiiiiiie i (120) (401) (34)
Accounts payable, accrued expenses and other liabilities . ............... (673) 334 (269)
Deferred revenue . ... ... it it (115) 141 215
Net cash provided by operating activities ............ ... ..ot 6,470 3,890 184
Cash flows from investing activities
Business acquiSItIONS . ... ...t e (20,449) 382 —
Investment in intangible assets . ........ ... i — (3) (67)
Purchase of property and equipment . ........ ... o e (1,521) (425) (523)
Net cash used in investing activities .. ........... ...t (21,970) (46) (590)
Cash flows from financing activities
STOCK ISSUAMCE . vt ittt ettt e e e e e et e aa e e 1,754 44,640 —
StOCK ISSUANCE COSES « + o v vt ettt et e it et et mate e et (7136) (2,371)
Repayments of debt obligations .......... ... ... . ... il (49) 27 —
Payment of NetObjects Earnout ... ... oo — — “19
Proceeds from issuance of preferred stock, net ............... ..ot — 2,989 6,752
Proceeds from exercise of stockoptions .. ..... ... .. 0 i i 940 50 115
Purchase of treasury stock .. ... . . i — — (5,703)
Net cash provided by financing activities ........... .. ... o oo 1,909 45281 745
Net (decrease) increase in cash and cash equivalents . ...................... (13,591) 49,125 339
Cash and cash equivalents, beginning of period . .......................... 55,7146 6,621 6,282
Cash and cash equivalents. end of period .. ....... . ... ... oL $42.155 $55,746 $ 6,621
Supplemental cash flow information
INtErest PaId . . ..o\ttt $ it § 16 8§ 5
Supplemental disclosure of non-cash transactions
Issuance of equity in connection with acquisitions . .......... ... ... ...t $ 3013 %8 — § —

See accompanving notes to consolidated financial statements.
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Wehsite Pros, Inc.

Notes to Consolidated Financial Statements
December 31, 2006

1. The Company and Summary of Significant Accounting Policies
Description of Company

Website Pros, Inc. (the Company) is a provider of Do-It-For-Me Web services and lead generation products that
enable small and medium-sized businesses to establish, maintain, promote, and optimize their Internet presence.
The Company’s primary service offerings are comprehensive performance-based packages that include Website
design and publishing, Internet marketing and advertising, search engine optimization, search engine submission,
lead generation, and easy-to-understand Web analytics. In addition to the Company’s primary service offerings,
the Company provides a variety of premium services to customers who desire more advanced capabilities, such
as e-commerce solutions and other sophisticated Internet marketing services and online lead generation.

The Company has reviewed the critena of Statement of Financial Accounting Standards (SFAS) No. 131,
Disclosures About Segments of an Enterprise and Related Information, and has determined that the Company is
comprised of only one segment, Web services and products.

Certain prior year amounts have been reclassified to conform 1o current year presentation.

Use of Estimates

The preparation of the consolidated financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Principles of Consolidation

The Company’s consolidated financial statements include the assets, liabilities and the operating results of the
Company and its wholly owned subsidiaries. All significant iniercompany accounts and transactions have been
eliminated.

Revenue Recognition

Substantially all of the Company s subscription revenue is generated from monthly subscriptions for Website
design, hosting and marketing services. The typical subscription contract includes the design of a five-page Website,
hosting and marketing services. The individual deliverables are not independent of each other and are not sold or
priced on a standalone basis. Cosis to complete the Website and ready it for the end customer are minimal and are
expensed to cost of revenue us incurred. Upon the completion and initial hosting of the Website, the subscription is
offered free of charge for a 30-day trial period during which the customer can cancel at anytime. In accordance with
Staff Accounting Bulletin (SAB) No. 104, after the 30-day trial period has ended, revenue is recognized when all of
the following conditions are satisfied: (1) there is persuasive evidence of an arrangement; (2) the service has been
provided to the customer; (3) the amount of fees to be paid by the customer is fixed or determinable; and (4) the
collection of the Company’s fees is probable. These criteria are met monthly as the Company’s service is provided
on a month-to-month basis and collections are generally made in advance of the services.

Customers are billed for the subscription on a monthly, quarterly, semi-annual or annual basis, at the customer’s
option. As customers are billed, subscription revenue is recorded as deferred revenue in the accompanying
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balance sheets. As services are performed, the Company recognizes subscription revenue ratably on a daily basis
over the service period. There are no undelivered elements at the end of the monthly service period. In addition,
subscription revenue is generated from monthly subscription packages for hosting and marketing services for
customized Websites. These packages are sokd separately from the customized Website.

Professional services revenue reflects revenue generated from custom Website design. Revenue from contracts
for custom design is recorded using a proportional performance model based on labor hours incurred. The extent
of progress towards completion of the custom Website is measured by the labor hours incurred as a percentage of
total estimated labor hours to complete. Labor hours are the most appropriate measure to allocate revenue
between reporting periods as they are the primary input to the provision of the Company’s professional services.

The Company accounts for its multi-element arrangements, such as in the instances where it designs a custom
Website and separately offer other services such as hosting and marketing, in accordance with Emerging Issues
Task Force 00-21, Revenue Arrangements with Multiple Deliverables. Based upon vendor-specific objective
evidence, the Company allocates multi-element arrangement consideration to the separate units of accounting
based upon their relative fair values. The additional services provided with a custom Website are recognized
separately over the period for which services are performed.

In addition, license revenue is generated from the sale of licenses for software which atlows a customer to build its
own Website, The Company markets and licenses software directly to end customers as well as through value-
added resellers and distributors. The Company’s software licenses are perpetual. Software may be delivered
indirectly by a distributor, via download from the Company’s Website or directly to end-users by the Company. The
Company recognizes revenue generated by the distribution of software licenses directly by the Company in the form
of a boxed software product or a digital download upon sale and delivery to the end-user. End-users who purchase a
software license online pay for the license at the time of order. Subject to some restrictions, the Company permits
physical product returns for sales it makes directly to end-users. However, returns historically have been
insignificant, and, as such, the Company has not established a reserve for these product returns. The Company does
not offer extended payment terms or make concessions for software license sales. The Company recognizes revenue
generated from distribution agreements where the distributor has a right of return as the distributor sells and delivers
software license product to the end-user. The Company recognizes revenue from distribution agreements where no
right of return exists when licensed software product is shipped to the distributor. In arrangements in which
distributors pay the Company upon shipment of software product to end-customers, the Company recognizes
revenue upon receipt of payment by the distributor. The Company is not obligated to provide technical support in
connection with its software license and does not provide technical support services to the Company’s software
license customers. The Company’s revenue recognition policies are in compliance with Statement Of Position
(SOP) 97-2 (as amended by SOP 98-4 and SOP 98-9), Software Revenue Recognition.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, bank demand deposit accounts, and money market accounts. For
purposes of the statement of cash flows, the Company considers all highly liquid investments with a maturity of
three months or less when purchased to be cash equivalents.

Concentrations of Credit Risk

Financial instruments that potentially subject the Company to concentration of credit risk consist principally of
cash and cash equivalents and trade receivables. The Company invests its cash in credit instruments of highly
rated financial institutions: one institution holds 97% of the total investments.

Concentrations of credit risk with respect to trade accounts receivable are limited due to the large number of
customers comprising the Company’s customer base and their geographic dispersion. The Company has not
incurred any significant credit related losses.
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Geographic Information

The Company markets its products for sale to customers, including distributors, primarity in the United States
and Europe. A summary of revenue by geographic area is as follows:

Year Ended December 31,
2006 2005 2004

United States ... ... 94% 94% 93%
International . . .. ... e e 6% 6% 7%

Customers in Germany accounted for over 61%, 64%, and 290% of international revenue for the fiscal years
ended December 31, 2006, 2005, and 2004, respectively.

Accounts Receivable

Trade accounts receivable are recorded on the balance sheet at net realizable value. The Company’s management
uses historical collection percentages and customer-specific information, when available, to estimate the amount
of trade receivables that are uncollectible and establishes reserves for uncollectible balances based on this
information. The Company does not require deposits or other collateral from customers. Bad debt expense
reported in operating expenses excludes provisions made to the allowance for doubtful accounts for anticipated
refunds, automated clearinghouse returns, and chargebacks that are recorded as an adjustment to revenue,

Fair Value of Financial Instruments

Financial instruments include cash and cash equivalents, accounts receivable, accounts payable, accrued
expenses and debt. The respective carrying value of these financial instruments approximates fair value since
they are short-term in nature or are receivable or payable on demand. Fair value estimates discussed herein are
based upon certain market assumptions and pertinent information available to management as of period end.

Inventories

Inventories are stated at the lower of cost {on a first-in, first-out basis) or market. Reserves for obsolete or slow
moving inventory are recorded based on management’s analysis of movement of inventory items during the
period and review of facts and circumstances specific to that inventory.

Goodwill and Other Intangible Assets

In accordance with SFAS No. 142, Goodwill and Other Intangible Assets, goodwill determined to have an
indefinite useful life is no longer amortized, but is tested for impairment, at least annually or more frequently if
indicators of impairment arise. If impairment of the carrying value based on the calculated fair value exists, the
Company measures the impairment through the use of discounted cash flows, Intangible assets acquired as part
of a business combination are accounted for in accordance with SFAS No. 141, Business Combinations, and are
recognized apart from goodwill if the intangible arises from contractual or other legal rights or the asset is
capable of being separated from the acquired enterprise.

Definite lived intangible assets are amortized over their useful lives, which are three to eight years.

Research and Development Costs

The Company expenses research and development costs as incurred. The Company has not capitalized any such
development costs under SFAS No. 86, Accounting for the Costs of Computer Software to be Sold, Leased or
Otherwise Marketed, because the costs incurred between the attainment of technological feasibility for the
related software product through the date when the product is available for general release to customers has been
insignificant.
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Property and Equipment

Property and equipment, including software, are stated at cost less accumulated depreciation and amortization.
Depreciation and amortization are provided over the estimated useful lives of the assets using the straight-line
method. Depreciation expense includes the amortization of assets recorded under capital leases.

The asset lives used are presented in the table below:

Average Life in
Years
Computer eqUIpIMent . . ... .. .ottt 3
SO WA ... .. e 2-3
Furniture and fixtures .. ... ... ool i 5
Telephone equipment .. ........ ... ... .. ... il 5
Leasehold improvements . ...............ciiiiriiiiiinanann Shorter of asset’s life

or life of the lease

Asset Impairment

When events or circumstances indicate possible impairment, the Company performs an evaluation to determine if
an impairment of long-lived assets used in operations exists, using undiscounted estimated future operating cash
flows attributable to such assets compared to the assets’ carrying amounts.

If the Company determines that long-lived assets have been impaired, the measurement of impairment will be
equal to the excess of the carrying amount of such assets over the discounted estimated future operating cash
flows, using a discount rate commensurate with the risks involved. The Company would reflect the impairment
through a reduction in the carrying value of the long-lived assets. Long-lived assets to be disposed of are
recorded at the lower of carrying amount or estimated fair value less costs to dispose.

Advertising

Advertising costs are charged to operations as incurred. Total advertising expense was $128 thousand, $119
thousand and $71 thousand for the years ending December 31, 2006, 2005 and 2004, respectively,

Income Taxes

The Company accounts for income taxes under the provisions of SFAS No. 109 Accounting for Income Taxes,
using the liability method. SFAS No. 109 requires recognition of deferred tax liabilities and assets for the
expected future tax consequences of events that have been included in the financial statements or tax returns.
Under this method, deferred tax liabilities and assets are determined based on the difference between the
financial statement and tax basis of assets and liabilities using enacted tax rates in effect for the year in which the
difference is expected to reverse.

Stock-Based Employee Compensation

The Company accounts for stock-based compensation to employees in accordance with SFAS No. 123(R),
Share-based Payment. Accordingly, the fair value of all stock options is recognized in compensation expense
over the vesting period.

Comprehensive Income (Loss)

Comprehensive income (loss) equals net income (loss) for all periods presented.
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Net Income (Loss) Attributable Per Common Share

The Company computes net income (loss} attributable per common share in accordance with SFAS No. 128,
Earnings Per Share. Basic net income {loss) attributable per common share includes no dilution and is computed
by dividing net income (loss) attributable to common stockholders by the weighted average number of common
shares outstanding for the period. Diluted net income (loss) attributable per common share includes the potential
dilution that could occur if securities or other contracts to issue common stock were exercised or converted into
common stock.

Reverse Stock Split

On September 14, 2005, the Board of Directors authorized a one-for-five reverse stock split of the Company's
common stock and convertible redeemable preferred stock. All common stock shares, convertible redeemable
preferred stock shares, and amounts and per share data have been retroactively restated 1o reflect the reverse
stock split.

Recent Accounting Pronouncements

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48 (FIN 48),
Accounting for Uncertaingy in Income Taxes, an Interpretation of FASB Statement No. 109. FIN 48 clarifies the
accounting and reporting for income taxes where interpretation of the tax law may be uncertain. FIN 48
prescribes a comprehensive model for the financial statement recognition, measurement, presentation and
disclosure of income tax uncertainties with respect to positions taken or expected to be taken in income tax
returns, This Interpretation also provides guidance on derecognition, classification, interest and penalties,
accounting in interim periods, disclosure, and transition. FIN 48 is effective for fiscal years beginning after
December 15, 2006. The Company is currently assessing the impact of FIN 48, but does not expect it 1o have a
material impact on its financial position, results of operations. cash flows and disclosures.

In September 2006, the FASB issued Statement of Financial Accounting Standard No. 157 (SFAS 157), Fair
Value Measurements. SFAS 157 establishes a common definition for fair value to be applied to US GAAP
guidance requiring use of fair value, establishes a framework for measuring fair value, and expands disclosure
about such fair value measurements. SFAS 157 is effective for fiscal years beginning after November 15, 2007.
The Company is currently assessing the impact of SFAS 157, but does not expect it to have a material impact on
its financial position, results of operations, cash flows and disclosures.

2. Change In Accounting Method for Stock Options

Effective January 1, 2006, the Company adopted SFAS No. 123(R). Share Based Payment. Since the Company
previously adopted the expense recognition provisions of SFAS No. 123, the adoption of SFAS No. 123(R) had
no material impact on its financial statements.

3. Net Income (Loss) Attributable Per Common Share

Basic net income (loss) attributable per common share is calculated using net income and the weighted-average
number of shares outstanding during the reporting period. Diluted net income attributable per common share
includes the effect from the potential issuance of common stock, such as common stock issued pursuant 1o the
exercise of stock options or warrants.
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The following table sets forth the computation of basic and diluted net income (loss) attributable per common
share for the year ended December 31, 2006, 2005 and 2004 (in thousands except per share amounts):

2006 2005 2004
Net income (loss} attributable to common stockholders ............ $ 8597 $(329) §(370)
Weighted average outstanding shares of common stock . ........... 16,778 6,222 3,002
Dilutive effect of stock options . ........... ... ... ... 2,349 — —
Dilutive effect of warrants ........ ... . eeurrnrnin- 232 — —
Dilutive effect of escrow shares ... .................... 71 — —
Common stock and common stock equivalents . .................. 19.430 6,222 3,002
Net income (loss) attributable per common share:
BaSiC ot e et $ 051 S$(0.05 $0.12)
' DAIEA .o\ v e et e e e e e $ 044 $(0.05) $(0.12)

Due to the anti-dilutive nature of certain of the Company’s stock options and warrants, 448,535, 7,820,458, and
7,794,285 securities for the year ended December 31, 2006, 2005 and 2004, respectively, have been excluded
from the calculation of the weighted average shares for diluted net earnings (loss) attributable per common share.

4. Valuation Accounts

The Company’s accounts receivable allowance is summarized as follows (in thousands):

December 31, 2004 .ottt e e $ 365
PrOVISION .+ ottt et e e e e e sttt e ettt e et e e 626
Cnarge-of ... e (608)
December 31, 2000 .. .t e e e 383
AT T3 Te) ¢ N PG 564
Charge-off . ... .t e (667)
December 31, 2000 .ottt $ 280

The Company’s inventory reserves are summarized as follows (in thousands):

December 31, 2004 ... .ot e $ 61
PLOVISION .« o ottt e e et et e e e e e et et et e e e 20
Charge-0ff . ... e 30
December 31, 2005 . ot e e 51
PrOVISION - o ottt e ettt e e e e e et e e e e e e 63
Charge-0ff .. ...ttt (66)
December 31, 2006 . .. oot $ 48
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5. Property and Equipment

The Company’s property and equipment are summarized as follows (in thousands):

December 31,
2006 2005

Property and equipment:

SO IWATE . .. $1,659 § 1,527
Computer eqUIPIMENE .. .. ... ittt e 2,101 1,024
Telephone equipment . ... ... .. . e e 515 183
Furniture and fixtures .. .. ... ... L e 480 131
Leasehold improvements ........ ... ... i e 209 13
Total property and equipment . ... ... ... . . ... i i 4,964 2.878
Accumulated deprecialion . ... ... . ... ... e (2.627) (1,810
Property and equipment, net .. ... ... .o $2337 $ 1,068

Depreciation expense relating to property and equipment amounted to $812 thousand, $567 thousand, and $383
thousand for the years ended December 31, 2006, 2005, and 2004, respectively.

6. Acquisitions

Acquisition of Substantially All of the Assets of and Assumption of Select Liabilities from
1ShoppingCart.com

On September 30, 2006, the Company acquired substantially all of the assets of, and assumed certain liabilities
from 1ShoppingCart.com Canada Corp. and 1ShoppingCart.com Corp. (together, *“1 ShoppingCart.com”). a
teading provider of shopping cart, internet marketing and eCommerce/eBusiness solutions and services based in
Barrie, Ontario. The Company believes that the 1ShoppingCart.com acquisition brings a strong group of private-
labeled resellers and affiliates that will enable cross- and up-sell oppertunities for its complementary Web
services, internet marketing and eCommerce solutions, which are all geared 1o satisfying the needs of small and
medium-sized businesses. Under the terms of the asset purchase agreement, the Company paid cash
consideration of approximately $12.5 million and $0.3 million of transaction costs, subject to certain adjustments
based on the final consolidated balance sheet of 1ShoppingCart.com as of September 30, 2006. As of

December 31, 2006, the purchase accounting for this acquisition is still subject to final adjustment primarily for
amounts aliocated to other intangible assets based on preliminary valuation studies performed by a third-party
valuation expert and for certain pre-acquisition contingencies.

The results of operations of 15hoppingCart.com for the period from October 1, 2006 through December 31, 2006
are included in the Company’s consolidated statement of operations for the year ended December 31, 2006,

The following table summarizes the Company’s purchase price allocation as of September 30, 2006 based on the
fair values of the assets acquired and liabilities assumed on September 30, 2006 (in thousands):

Weighted-average
amortization period

Tangible current assels ... ... . ... e 5 584

Tangible non-current assets ......... . ... . .eiiii i 381

Technical know-how .. ... ... . .. .. ... . e 990 3 years
Customer relationships ....... .. .. .. ... . i i 2,321 8 years
NOD-COMPELE . . ..o e e e 160 3 years
Tradename ... ... ... . .. . ... e 677 Indefinite
Goodwill . ... . . e 9,310

Current liabilities .. ... ... . . . . e (1,512)

Non-current ligbilities . ... ... ... . . . ... ... ... . ..., (102)
Netassetsacquired ....... ... ... . . it $12,809




The intangible assets include non-compete agreements, trade name, technical know-how and customer
relationships which are being amortized over a three to eight year periods, except for the trade name which has
an indefinite life. The goodwill represents business benefits the Company anticipates reatizing in future periods.

The financial information in the table betow summarizes the combined results of operations of the Company and

1 ShoppingCart.com on a pro forma basis as of the year ended December 31, 2006 and 2005, as though the acquisition
had occurred at the beginning of the year set forth below. This pro forma financial information is presented for
informational purposes only and is not necessarily indicative of the results of operations that would have been achieved
had the acquisition actually taken place at the beginning of the twelve month period set forth below.

Year ended Year ended
December 31, 2006 December 31, 2008
1Rt 1107 S $56,933 $41,439
Net income (loss) attributable to common stockholders . ... ... 9,164 (199)
Basic net income (loss) attributable per common share ....... 55 .03
Diluted net income (loss) attributable per common share ... . .. 47 (.03)

Acquisition of Substantially All of the Assets of and Assumption of Select Liabilities from Renex, Inc.

On September 30, 2006, the Company acquired substantially all of the assets of. and assumed certain liabilities
from Renex, Inc. (“Renex”) an online lead generation marketplace for contractors and homeowners based in
Halifax, Nova Scotia. The Company believes that the Renex acquisition will enhance its ability to provide a
one-stop shop for comprehensive, affordable Website and online advertising solutions for small and medium-
sized businesses and is in-line with the Company’s long-term strategic direction of providing targeted, high value
solutions to customers in specific vertical markets. Under the terms of the asset purchase agreement, the
Company paid cash consideration of $7.0 million plus $0.3 million in transaction costs and agreed to issue
277.496 shares of its common stock valued at approximately $3.0 million to Renex to be equally distributed on
September 30, 2007 and September 30, 2008 as consideration for the acquired assets if certain compliance with
representations and warranties are demonstrated. Those common shares are held in escrow until the
representations and warranties period has expired. In addition, if certain requirements are met during the twelve
months following September 30, 2006, the Company will pay Renex contingent consideration up to an additional
$1.0 million. The Company recorded a liability and increased goodwill for $250 thousand as a result of the
contingent conditions for the quarter ended December 31, 2006 being met by Renex, which amount was
subsequently paid in January 2007. As of December 31, 2006, the purchase accounting for this acquisition is still
subject to final adjustment primarily for amounts allocated to other intangible assets based on preliminary
valuation studies performed by a third-party valuation expert and for certain pre-acquisition contingencies.

The results of operations of Renex for the period from October 1, 2006 through December 31, 2006 are included
in the Company's consolidated statement of operations for the year ended December 31, 2006.

The following table summarizes the Company’s purchase price allocation as of September 30. 2006 based on the
fair values of the assets acquired and labilities assumed on September 30, 2006 (in thousands):

Weighted-average

amortization
period

Tangible CUTENl A8SEIS . . . ... oottt in i $ 195
Tangible NON-CUITENL ASSELS . . . .. vttt i e 172
Technical know-how ... ... i i 110 4 years
Customer relationships . ........ ..o i 920 4 years
NON-COMPELE . o o v veee ettt ettt e ereaaa e 220 3 years
Trade DAME . ..ottt e e e e 630 Indefinite
Goodwill ... e e 8,377
Current liabilities ... ... ... (280)
Net assets acquired ........... ..., e $10,344




The intangible assets include non-compete agreements, trade name, technical know-how and customer
relationships which are being amortized over a three to four year period, except for trade name which has an
indefinite life. The goodwill represents business benefits the Company anticipates realizing in future periods.

The financial information in the table below summarizes the combined results of operations of the Company and
Renex on a pro forma basis as of the year ended December 31, 2006 and 2005, as though the acquisition had
occurred at the beginning of the years set forth below. This pro forma financial information is presented for
informational purposes only and is not necessarily indicative of the results of operations that would have been
achieved had the acquisition actually taken place at the beginning of the twelve month period set forth below.,

Year ended Year ended
December 31, 2006 December 31, 2005
ReEVeNUE L . e $55,902 $40,665
Net income (loss) attributable to common stockholders .. .. ... 8219 (758)
Basic net income (loss) attributable per common share .. ... .. 49 (.12)
Diluted net income (loss) attributable per common share . . . . .. 42 .12

Acquisition of Substantially All of the Assets of and Assumption of Select Liabilities from E.B.O.Z., Inc.

On April 19, 2005, the Company acquired the assets of, and assumed certain liabilities from, E.B.O.Z., Inc.
(“EBOZ"}. The Company believes the EBOZ asset acquisition improves its ability to cost-effectively provide
Web traffic generation solutions to its customers through the use of Internet banner advertisements, pay-per-click
campaign management, and search engine optimization. The Corpany issued 185,524 shares of its common
stock to EBOZ as consideration for the acquired assets and, under the agreement as originally executed, would
have been obligated to issue as contingent consideration up to an additional 185,524 shares (*“Contingent
Shares™} in the event the EBOZ assets acquired achieved certain revenue targets during the three months ending
July 31, 2006 and certain EBOZ shareholder employees of the Company had not resigned their positions with the
Company.

On August 12, 2005, the Company and EBOZ amended the asset purchase agreement to eliminate the
Company’s obligation to issue the Contingent Shares. As consideration for the amendment, the Company issued
an additional 20,000 shares of the Company’s common stock to EBOZ. The Company recorded $178,000 as
stock-based compensation during the quarter ending September 30. 2005, based upon the fair value of these
shares at the time of issuance.

The results of operations of EBOZ for the period from April 20, 2005 through December 31, 20035 are included in
the Company’s consolidated statement of operations for the year ended December 31, 2005.

The following table summarizes the Company’s purchase price allocation based on the fair values of the assets
acquired and liabilities assumed on April 19, 2005 (in thousands):

Weighted-average
amortization

period
Tangible CUMENT ASSEIS ... ...ttt et i $ 71
Tangible non-current assets . .. ... ot e 354
Non-compete .. ... ... e 124 3 years
Goodwill ... ... e g10
Current liabilities .. .. ..., . ... e (196)
Non-current liabilities . . ... ... ... . i i i e (54)
Netassets acquired ... ... ... .. . . . . . . . . e 51,109

The intangible assets include only non-compete agreements, which are being amortized over three years. The
goodwill represents business benefits the Company anticipates realizing in future periods.
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The financial information in the table betow summarizes the combined results of operations of the Company and
the assets of EBOZ on a pro forma basis as of the years ended December 31, 2005 and 2004 as though the
acquisition had occurred at the beginning of the year set forth below. This pro forma financial information is
presented for informational purposes only and is not necessarily indicative of the results of operations that would
have been achieved had the acquisition actually taken place at December 31, 2005 or 2004,

December 31,
2005 2004
REVEIUE & v o vt ee e e ettt e e e et e ettt s $38,042  $24,393
Loss before extraordinary gain attributable to common stockholders ......... (434) (693)
Basic and diluted net loss attributable per common share .................. (0.07) 0.07}

Acquisition of LEADS.com

On April 22, 2005, the Company consummated a transaction whereby a wholly owned subsidiary of the
Company merged with LEADS.com, Inc. (‘LEADS.com™) and LEADS.com became a wholly-owned subsidiary
as contemplated by an agreement and plan of merger and reorganization dated April 22, 2005. The Company
believes the LEADS.com acquisition enhances its ability to provide customer leads to locally and regionally
focused businesses. Under the terms of the LEADS.com merger agreement, the Company issued 2,320,518
shares of its common stock in exchange for 2,217,769 shares of the common stock of LEADS.com, constituting
100% of the outstanding shares of LEADS.com, and assumed options to purchase 73,241 shares of common
stock of the Company. In April 2005, the Company valued the shares issued by determining the enterprise value
of LEADS.com based upon a discounted cash flow approach. The cash flow model included an I1-year forecast
of income and cash flows and assumed a discount rate of 32.5% and a growth rate implicit in the terminal value
of 6.0%. The fair value of the LEADS.com options assumed was valued based upon the following assumptions:
fair value of common stock of $7.10; risk-free rate of 4.29%; dividend yield of 0%; and an expected life of 7
years. The resulting fair value was allocated between deferred compensation and the purchase price based upon
the intrinsic value and the remaining vesting period in accordance with FIN 44, Accounting for Certain
Transactions Involving Stock Compensation,

The results of operations of LEADS.com for the period from April 23, 2005 through December 31, 2005 are
included in the Company’s consolidated statement of operations for the year ended December 31, 2005.

The following table summarizes the Company's purchase price allocation based on the fair values of the assets
acquired and liabilities assumed on April 22, 2005 (in thousands):

Weighted-average

amortization
period

Tangible CUITEN @SSELS . .. ...ttt e $ 496
Tangible non-curment assSels ... ... v et 509
Customer relationships .. ...... ... .. .. i 810 9 months
NON-COMPELE .« oo et iaa e e 1,540 3 years
DOMAaIN MAITIE . . o ottt ettt it s aaaaera et i 1,080 Indefinite
Goodwill ..o e 9,907
Current liabilities .. ... ... . i e (1,006)
Non-current liabilities . ... ... ... . i {453)
Netassetsacquired ........... ..o $12.883

Non-compete agreements and customer retationships are being amortized over 36 months and 9 months,
respectively. The goodwill represents business benefits the Company anticipates realizing in future periods.
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The financial information in the table below summarizes the combined results of operations of the Company and
LEADS.com on a pro forma basis as of the years ended December 31, 2005 and 2004, as though the acquisition
had occurred at the beginning of the years set forth below. This pro forma financial information is presented for
informational purposes only and is not necessarily indicative of the results of operations that would have been
achieved had the acquisition actually taken place at December 31, 2005 or 2004,

December 31,
2005 2004
REVETIUE . . ottt ittt ettt e e $39,487  $27,030
Loss before extraordinary gain attributable to common stockholders . ........ (1,384) (3,130)
Basic and diluted net loss attributable per common share .. .............. .. (0.20) (0.59)
7. Goodwill and Intangible Assets
The Company’s intangible assets are summarized as follows (in thousands):
Weighted-
2006 2005 period
Indefinite lived intangible assets:
Goodwill ... $31.587 313,650
Domain/Trade DAMES . . .. ... ... e i e nns 2,387 1,080
Definite lived intangible assets:
Non-compete agreements . . ... ... ... e s 1,920 1,664 36 months
Customer relationships . ... ... .. . 4,175 810 67 months
Technical know how . .. ... .. . . 1,100 — 37 months
L8+ 83 74
Accumulated amortization . .......... ... s 2,075y (1,173

$39,177 $16,105

The weighted-average amortization period for the amortizable intangible assets is approximately 54 months. -
Total amortization expense was $900 thousand, $1.2 million, and $16 thousand for the years ended December 31,
2006, 2005 and 2004, respectively. At December 31, 2006, non-compete agreements have a useful life of three
years, customer relationships have useful lives of between four and eight years, and technical know-how has
useful lives of between three and four years. The other intangible assets have useful lives of between two and
three years. Expected amortization expense for the next five years is as follows (in thousands):

2007 e e $1,610
2008 L 1,222
2000 e e e e e e 933
200 525
2 1 O 332
BT =1 - 581
TOtal . e e e e $ 5,203

The following table summarizes changes in the Company’s goodwill balances as required by SFAS No. 142 for
the periods ended (in thousands):

December 31,

2006 2005
Goodwill balance at beginningof period .................... . ... ... ... $13,650 $ 2933
Goodwill acquired during the period .. ....... ... . ... . . .. il 17,937 10,717
Goodwill impaired during the year ........ .. ... i i, — —
Goodwill balance atend of period ........... ... .o %31,587 $13,650




In accordance with SFAS No. 142, the Company reviews goodwill balances for indicators of impairment on an
annual basis and between annual tests if an event occurs or circumstances change that would more likely than not
reduce the fair value of goodwill below its carrying amount. Upon completion of the annual assessments, the
Company determined that goodwill was not impaired.

Other indefinite-lived intangible assets are tested for impairment annually and on an interim basis if events or
changes in circumstances between annual tests indicate that the asset might be impaired in accordance with
SFAS No. 142, Upon completion of the annual assessments, the Company determined that its indefinite lived
intangible assets were not impaired.

8. Operating Leases

The Company rents its principal office in Jacksonville, Florida, under an operating lease that expires on

March 31, 2008, with one renewal option for five additional years. The Company recognizes lease expense on a
straight-line basis over the lease term. The Company also has an operating lease for a sales office in Spokane,
Washington that expires June 30, 2007.

It connection with the acquisition of LEADS .com, the Company assumed the operating lease for LEADS.com’s
principal office in Manassas, Virginia that expires September 30, 2014 and the Company also entered into an
operating lease for LEADS.com’s secondary office in Norton, Virginia that expires November 30, 2008. In
connection with the acquisition of EBOZ, the Company assumed the operating lease for office space in Los
Angeles, California that expires in March 2008. In connection with the acquisition of 15hoppingCart.com, the
Company assumed the operating lease for office space in Barrie, Ontario, Canada that expires in March 2007. On
December 28, 2006, the Company entered into a operating lease for this space beginning in March 2007 and
expiring in May 2012, with one renewal option for five additional years. In connection with the acquisition of
Renex, the Company assumed the operating lease for office space in Halifax, Nova Scotia that expires in May 2009,

In addition, the Company leases equipment under non-cancelable operating leases that expire through 2009,
Rental expense for the leased facilities and equipment amounted to approximately $1.2 million, $894 thousand
and $653 thousand for the years ended December 31, 2006, 2005 and 2004, respectively. Accrued rent expense
was $158 thousand and $177 thousand as of December 31, 2006 and 2005, respectively.

As of December 31, 2006, future minimum rental payments required under operating leases that have initial or
remaining non-cancelable terms in excess of one year, including the leases described above, are as follows (in
thousands):

2007 e e e e e e e e $ 1,003
2008 . e e e 548
2000 e e e 333
2000 e e 306
.24 1 1 O 312
B 1 37=] (T =4 o O 670

$3,232

9. Long-Term Debt and Capital Lease Obligations
Long-Term Debt

To finance the purchase of the domain name, www.leads.com, in August 2004, LEADS.com signed a $500
thousand non-interest bearing note agreement with the owner of the domain name. The collateral for this note is

64




the www leads.com domain narae. The note is payable in quarterly installments over 5 years. The imputed
interest rate is 5.25%. The required minimum payments on the note as of December 31, 2006 are (in thousands):

200 L $110
2008 e 110
2000 L e 60
ot e 280
Lessimputed interest . ... ...t e e Xy

257
Lesscurrentportion . ......... .. ... . . . . i e (95)
Total notes payable, longterm ... .. ... ... .. . $162

Capital Lease Obligations

The Company leases various types of computer and office equipment under non-cancelable lease agreeﬁienls that
expire through 2009. The required minimum payments on the capital leases as of December 31, 2006 are (in
thousands):

00T e e 559

2008 e e e 29

2009 e 4

1 92

, Less imputed interest ... .. ... et (8)
84

Less CUMTENL POTHORN . . ... et e e et ee s (52)

Total obligations under capital leases, longterm .............. .. iuevennnn. $32

10. Stock-Based Compensation

Effective January 1, 2006, the Company adopted SFAS No. 123(R), Share-Based Paymeni. Previously, the
Company expensed share-based payments as permitted under SFAS No. 123, Accounting for Stock-Based
Compensation. Since the Company previously adopted the expense recognition provisions of SFAS No. 123 and
the Company’s options vest on a monthly basis, the adoption of SFAS No. 123(R) had no material impact on its
financial statements. The Company has elected to use the with and without methodology for determining whether
an excess tax benefit has been realized.

Equity Incentive Plans

An Equity Incentive Plan (1999 Plan”) was adopted by the Company’s Board of Directors and approved by its
stockholders on Aprit 5, 1999. The 1999 Plan was amended in June 1999, May 2000, May 2002 and November
2003 to increase the number of shares available for awards. The 1999 Plan as amended provides for the grant of
incentive stock options, non-statutory stock options, and stock bonuses to the Company's employees, directors
and consultants. As of December 31, 2006, the Company has reserved 4,074,428 shares of common stock for
issuance under this plan. Of the total reserved as of December 31. 2006, options to purchase a total of 3,199,470
shares of the Company’s common stock were held by participants under the plan, options to purchase 785,697
shares of common stock have been issued and exercised and options to purchase 89,261 shares of common stock
were cancelled and became available under the 2005 Equity Incentive Plan (the “2005 Plan™) and are currently
available for future issuance.

The Board of Directors administers the 1999 Plan and determines the terms of options granted, including the
exercise price, the number of shares subject to individual option awards and the vesting period of options, within
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the limits set forth in the 1999 Plan itself. Options under the 1999 Plan have a maximum term of 10 years and
vest as determined by the Board of Directors. Options granted under the 1999 Plan generally vest either over 30
or 48 months. All options granted during 2002 vest over 30 months, and in general all other options granted vest
over 48 months. The exercise price of non-statutory stock options and incentive stock options granted shall not
be less than 85% and 100%, respectively, of the fair market value of the stock subject to the option on the date of
grant. No 10% stockholder is eligible for an incentive or non-statutory stock option unless the exercise price of
the option is at least 110% of the fair market value of the stock at date of grant. The 1999 Plan terminated upon
the Closing of the company’s initial public offering in November 20035.

The Company’s Board of Directors adopted, and its stockholders approved, the 2005 Equity Incentive Pian that
became effective November 2005. As of December 31, 2006, the Company has reserved 1,804,357 shares for equity
incentives to be granted under the plan. The option exercise price cannot be less than the fair value of the
Company'’s stock on the date of grant. Options generally vest ratably over the three or four years, are contingent
upon continue employment, and generally expire ten years from the grant date. As of December 31, 2006, 1,277,917
shares were reserved for future issuance under the plan and 1,134 shares have been issued and exercised.

The Company's Board of Directors adopted, and its stockholders approved, the 2005 Non-Employee Directors®
Steck Option Plan (the “2005 Directors Pian™), which became effective November 2005. The 2003 Directors Plan
calls for the automatic grant of nonstatutory stock options to purchase shares of common stock 10 nonemployee
directors. The aggregate number of shares of common stock that was authorized pursuant to options granted under
this plan is 610,000 shares. As of December 31, 2006, options to purchase a total of 310.000 shares of the
Company’s common stock were held by participants under the plan, no options have been exercised and 300,000
shares of common stock were available for future issuance. On January 25, 2007, the Board of Directors approved
an amendment to the 2005 Directors Plan to modify. among other things, the initial and annual grants to
non-employee directors by providing for restricted stock grants and reducing the size of the option grants. This
amendment will be submitted to the stockholders for approval as more fully described in the Proxy Statement.

The Company’s Board of Directors adopted, and its stockholders approved, the 2005 Employee Stock Purchase
Plan (the “ESPP"), which became effective November 2005. The ESPP authorizes the issuance of 491,274 shares of
common stock pursuant to purchase rights granted to the Company’s employees or to employees of any of its
affiliates. The ESPP is intended to qualify as an “employee stock purchase plan™ within the meaning of Section 425
of the Internal Revenue Code. As of December 31, 2006, no shares have been issued under the ESPP.

The Board of Directors, or a committee thereof, administers all of the equity incentive plans and determines the
terms of options granted, including the exercise price, the number of shares subject to individual option awards
and the vesting period of options, within the limits set forth in the stock option plans. Options have a maximum
term of 10 years and vest as determined by the Board of Directors.

The fair value of each option award is estimated on the date of the grant using the Black Scholes option valuation
model and the assumptions noted in the following table. Expected volatility rates are based on publicly traded
industry comparables and their historical volatility on the date of the grant. The expected term of options granted
represents the period of time that they are expected to be outstanding. The risk-free rate for periods within the
contractual life of the option is based on the U.S. Treasury yield curve in effect at the time of the grant.

Year Ended December 31,

2006 2005 2004
Risk-free interestrate ....................... 4.27-5.15% 3.86-5.10%  3.21-4.26%
Dividendyield ............. ... ... ........ 0% 0% 0%
Expected lifa (inyears} .................. ... 5 5-7 7
Volatility ... o 62-70% 0-83%(1) N/A

(1} For options granted prior to April 27, 2005, the filing date of the Company’s registration statement for its
initial public offering, the Company used the minimum value method.
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Stock Option Activity
The following table summarizes option activity for all of the Company’s stock options:

Shares Weighted Weighted
Covered Exercise Average Average Aggregate
by Price per Exercise Remaining Intrinsic Value
Options Share Price Contractual Term (in thousands)
Balance, December 31,2005 ... ..... 4074790  0.501t0 10.65 395
Granted ......................... 733,050 10.00t0 1405 11.10
Exercised ....................... (553,506)  .50to 10.0] 1.69
Forfeited . ....................... (164,293) 2.001t0 14.05 9.7%
Expired ......................... (17,229) 2.0010 14.05 8.91
Balance, December 31,2006 ... ... .. 4072,812 S50to0 14.05 5.29 7.43 $17,012
Exercisable at December 31, 2006, ... 2,772,742 S50 to 14.05 322 6.77 $16,606
Compensation costs related to the Company’s share-based plans were $2.0 million, $793 thousand, and $95
thousand for the years ended 2006, 2005 and 2004, respectively. Compensation expense is generally recognized

on a straight-line basis over the vesting period of grants. As of December 31, 2006, the Company had $4.9
million of unrecognized compensation costs related to share-based payments, which the Company expects to

recognize through October 2010,

The total intrinsic value of options exercised during the years ended December 31, 2006, 2005, and 2004 was
$4.58 million, $558 thousand, and $385 thousand, respectively. The weighted average grant-date fair value of

options granted during the years ended December 31, 2006, 2005 and 2004 was $6.58, $2.79, and $0

S,

tespectively. The fair value of shares vested during the years ended December 31, 2006, 2003, and 2004 was $2.1

million, $369 thousand, and $81 thousand, respectively.

The following activity occurred under the Company’s equity incentive plans during the year ended December 31,

2006:
Weighted
Average
Grant-
Unvested Shares Shares Date Fair Value
Unvested at December 31,2005 . ... ... . ... i, 1,448,694 $2.25
Granted ... ... o e 733,050 6.58
B s (717,38D) 2.86
Forfeited .. ... . . e (164.293) 6.01

Unvested at December 31,2006 . ............ ... ... ... ... ... 1,300,070 3.88

Price ranges of outstanding and exercisable options as of December 31, 2006 are summarized below:

Qutstanding Options Exercisable QOptions
Weighted Weighted Weighted
Average Average Average
Number Remaining Exercise Number Exercise
Exercise Price of Options Life (Years) Price of Options Price
$050 ... 697,579 541 $ .50 697,579 $ .50
$200-2.15 ... ... 1,385,618 6.63 2.00 1,385,410 2.00
$325-448 ... ... ... 236.095 71.81 3.82 161,033 3.72
$8.70-8%3960 ................... 826,814 8.29 9.00 279,599 9.00
$10.00-8S11.64 .. ............... 914,850 9.27 10.84 246,165 10.81
$14.05 ... o 11,856 9.21 14.05 2.956 14.05

4,072,812 2,772,742
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11. Common Shares Reserved

The Company had reserved the following number of shares of common stock for future issuance:

December 31,
2006 2005 2004
Quistanding stock options . ..., .. .. Lo 4072.812 4074790 2913,340
Options available for future grants and otherawards . .................. 2,069,191 2,272,877 219,519
Warrants outstanding . . ... ... L. e 281,347 353,675 353,675
Escrow shares relating Lo the Renex acquisition ...... ..ot 277,496 — —_—
Conversion of Series A convertible redeemable preferred stock .......... — —  5904,828
Total common shares reserved .. ... .. i i e 6,700,846 6,701,342 9,391,362

On January 25, 2007, the Board of Directors approved a grant of 568,800 of the Company’s stock options with an
exercise price of $8.92, which were awarded to various employees. These options will vest over four years.

In February 2007, 1,451 shares subject to the warrants outstanding above were exercised.

12. Common Steck

In January 2004, the Board of Directors authorized the repurchase of all shares of common stock of the Company
held by a stockholder. On January 23, 2004, 201,207 shares at a cost of approximately $382 thousand were
repurchased and were held as treasury stock. In February 2004, the Board of Directors approved a common stock
repurchase program whereby the Company was authorized to repurchase shares of the Company’s common stock
held by certain Company stockholders at a repurchase price of $2.15925 per share. The holders of the Series A
convertible redeemable preferred stock approved the repurchase program in all respects. 2,464,247 shares of the
Company's common stock were repurchased under this repurchase program from various stockholders at a cost
of approximately $5.3 million.

On November 7, 2005, the Company completed its initial public offering by issuing 4,800,000 shares of its
common stock (1.673.390 of new shares and 3,126,610 of treasury stock) at $10.00 per share. The Company
received net proceeds of $41.6 million after deducting underwriter commissions and transaction expenses.

On August 2, 2006, the Company completed a secondary offering whereby certain stockholders sold 3,339,126
common shares and the Company sold 200,000 common shares to the public at a price of $9.25 per share. The
net proceeds of the offering to the Company were approximately $1.0 million after deducting underwriting
discounts and other costs.

See Note 6 for a discussion of escrowed common stock in connection with the Renex acquisition.

13. Preferred Stock and Warrants
Series A Convertible Redeemable Preferred Stock

On February 11, 2004, the Company completed a private offering of 2,431,399 shares of Series A convertible
redeemable preferred stock for an aggregate purchase price of approximately $7.0 million less $247 thousand in
offering costs. On April 27, 2004, the Company issued a warrant to its placement agent to purchase 72,942 shares
of Series A convertible redeemable preferred stock at an exercise price per share of $2.879. This warrant will
terminate in April 2009. The fair value of the warrant was calculated on the date of grant with the following
assumptions: fair value of preferred stock of $2.879; risk free rate of 3.37%; dividend rate of 8% and expected
life of five years. The resulting fair value of the warrant based upon these calculations was zero.

All Series A convertible redeemable preferred stock was converted to common stock in November 2005 in
connection with the initial public offering,
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Dividends

The holders of Series A convertible redeemable preferred stock were entitled 1o receive cumulative dividends,
prior and in preference to any declaration or payment of any dividend on the common stock or any other shares
of capital stock of the Company at an annual rate of 8% of the Original Series A lssue Price per share. These
dividends accrued {whether or not eamed or declared by the Board of Directors) and compounded annually and
were cumulative as to any shares of Series A convertible redeemable preferred stock from the date on which such
share is first issued and was payable in arrears. when and as declared by the Board of Directors. Upon the
determination of the Board of Directors of the Company, including the directors elected by the holders of the
Series A convertible redeemable preferred stock, such dividends would have been paid in shares of Series A
converiible redeemable preferred stock valued at the Original Series A Issue Price. Accordingly, dividends on the
Series A convertible redeemable preferred stock were being accreted annually. However, because the Series A
convertible redeemable preferred stock converted into common stock, the accrued and unpaid dividends will not
be paid in either cash or stock.

Series B Convertible Redeemable Preferred Stock

In February 2003, the Board of Directors approved amending and restating the Company’s amended and restated
certificate of incorporation to authorize the issuance of additional shares of preferred stock and to designate such
additional shares as Series B convertible redeemable preferred stock. In February 2005, the Company issued
420,137 shares of Series B convertible redeemable preferred stock to a stockholder of the Company for
approximately $3.0 million.

All Series B Convertible Redeemable Preferred Stock was converted to common stock in November 2005 in
connection with the initial public offering.

14. Commitments
Registration Rights

Effective February 28, 2007, the holders of an aggregate of 1.851.623 shares of the Company’s common stock
and the holder of warrants to purchase an aggregate of 279,896 shares of the Company’s common stock may
require the Company, upon written request from holders of a majority of these shares, and on not more than two
occasions, to file a registration statement under the Securities Act of 1933 with respect to their shares.

15. Extraordinary Item

The Company had an earnout obligation to Net Objects, Inc., in connection with itg asset purchase agreement
with Net Objects entered into in October 2001, The earnout obligation was recorded in accordance with SFAS
No. 141, “Business Combinations,” based on a three-year forecast of revenues of software products acquired
from Net Objects. The term of the earnout ended in September 2004, so the estimated amount due of $628
thousand was classified as a current liability as of December 31, 2003. The actual earnout obligation, determined
to be only $419 thousand, was paid in December 2004. As the related acquired assets had zero book value at the
time of settlement, the Company recognized an extraordinary gain of $209 thousand {approximately $0.07 per
share).

69




16. Income Taxes

The provision (benefit) for income taxes consisted of the following for the years ended December 2006, 2005,
and 2004:

2006 2005 2004

Current expense (benefit);

Federal . ..ottt e e e 106 — —

AL . .ttt ittt e e —_ = =
Deferred expense (benefit):

Federal .. ..t e e e (3007) — —

lALE sttt e e e e e e e e e 299) — —
Total tax expense (benefit) .. ... it (3,2000 — —

As of December 31, 2006 and 2005, the Company had federal net operating loss carryforwards of approximately
$50.6 million and $56.6 million, respectively, which begin to expire in the year 2019. As of December 31, 2006
and 2005, the Company had state net operating loss carryforwards of approximately $50.6 million and $56.6
million, respectively, which begin to expire in the year 2019. The net operating losses at December 31, 2005
include approximately $2.2 million obtained through acquisitions during 2005. The tax benefit of acquired net
operating loss carryforwards will reduce goodwill and other acquired intangibles when realized.

During 2004, a change in ownership of more than 50% occurred that, in accordance with provisions of the
Internal Revenue Code, limits the amount of net operating losses that may be utilized in subsequent periods. The
annual limitation results in a reduction of available net operating loss carryforwards due to expiring net operating
losses in subsequent carryforward periods. Accordingly, the Company estimates that at least $36.0 million of net
operating loss carryforwards will be available during the carryforward period. An additional amount may be
available as a result of recognized built in gains during the five-year period following the change in ownership.
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and ltabilities for financial reporting purposes and the amounts used for income tax purposes. Significant
components of the Company’s deferred tax assets and liabilities are as follows at December 31 (in thousands):

2006 2005
Deferred tax assets:
Current:

Net operating loss carryforwards .. ... ... ... . $2100 8 —

Allowance for doubtful accounts ... ... .. .. . . 87 145

Defermed rent .. ... e e 40 37

T . e e e — 14

2.227 196

Less: valuation allowance . ... .. i e {1,696) (189}
Net current deferred tax assets 531 7
Noncurrent: ' )

Fixed assets Basis .. ... . e 184 276

Intangible basis ... ... .. 2,646 3,198

Stock based compensation . .. ... ... e 383 49

Alternative minimumtax credit ... .. e e 129 —

Net operating loss carryforwards . ... .. ... . ... ... 9,530 13.647

12,872 17,170

Less: valuation allowance . ... .. it e e e (9,800) (16,554)

Net noncurrent deferred 1aX assets . . ... 3,072 616
Deferred tax liabilities:
Noncurrent:

Acquired intangibles . ... .. e 403 623
Total noncurrent deferred tax liabilities . ... ... ... o i i 403 623
Net noncurrent deferred tax asset (hability) . ... .. ... ... .. ... .. ... .. .. ... 2,669 (7)
Net deferred 1ax asset (Hability) .. ... ... i $§3200 %8 —

The valuation allowance decreased by approximately $5.2 million and $905 thousand during 2006 and 2005,
respectively. The change in the valuation allowance from 2006 to 2005 is primarily attributable to utilization of
net operating losses for $2.0 million and the release of valuation reserve of $3.2 million.

The provision (benefit) for income taxes differs from the amount computed by applying the statutory U.S. federal
income tax rates as a result of the following:

2066 2005 2004
ULS Statiory rale . ... . 34.0% 34.0% 34.0%
State income taxes {net of federal tax benefity ... ... .. ... ... .. ... ... . ... 4.0 4.0 4.0
Incentive Stock OPLONS . .. .. ... . e 2.2 225 —
Change in valuation allowance . .......... ...t (97.2y (57.9) (33.2)
Other e e (2.3) (2.6) 0.2

593)% —% —%

17. Employee Savings Plan

Effective August 1, 2000, the Company established a 401(k} savings plan designed to quatify under
Section 401(k) of the Internal Revenue Code. All employees who completed three months of service are eligible
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to participate in the plan. Each participant may contribute to the plan up to the maximum aliowable amount as
determined by the Federal Government. Employee 401(k) deferrals are 100% vested. Company contributions are
subject io a vesting schedule based on years of service. The Company began making contributions to the plan in
2004. The Company recorded contribution expense of $136 thousand, 381 thousand and $33 thousand for 2006,
2005 and 2004, respectively.

18. Related Party Transactions

An investment fund affiliated with a law firm that provides legal services to the Company was a stockholder of
the Company during a portion of 2006. The law firm received $686 thousand, $1.0 million and $191 thousand for
professional services provided to the Company during 2006, 2005 and 2004, respectively. The Company had a
payable of $15 thousand and $134 thousand to this law firm at December 31, 2006 and 2005, respectively. All
shares held by such investment fund were sold in May 2006.

In February 2002, the Company issued warrants to purchase 72,328 shares of common stock as described in Note
12. Of these, a warrant exercisable for 71,428 shares of common stock was issued to a related party. Our Chief
Executive Officer owns a heneficial interest in the general partner of the recipient of that warrant and also has
voting and investment power with respect to the warrant and the shares of common stock issuable upon exercise
of the warrant. On May 17, 2006, this warrant was exercised and the recipient made a distribution of the

shares obtained on such exercise. In connection with such distribution, the Chief Executive Officer of the
Company received 24,566 shares of our common stock.

In February 2002, in connection with the acquisition of assets from Innuity, Inc., the Company issued 2,816,585
shares of common stock to Innuity. A current director and a former officer of the Company were secured
noteholders of Innuity at the time and received distributions of the Company’s common stock from Artesian
Management, Inc., agent for the Innuity secured noteholders, in February 2004.

Mr. Still, one of the Company’s directors, is affiliated with Norwest Venture Partners, one of the Company’s
major stockholders. Mr. Stili shares voting and investment power with respect to the shares owned by the
Norwest Venture Partners affiliated entities.

In December 2003, the Company entered into a letter agreement with Insight Venture Management, LLC, or
[VM, an affiliate of Insight Venture Partners IV, L.P., whereby the Company received consulting services from
IVM for a term of twelve months beginning January 1, 2004. This agreement expired pursuant to its terms on
December 31, 2004. The Company paid IVM an aggregate amount of $61 thousand for these services during
2004. At such time, two of the Company’s directors were affiliated with Insight Venture Partners, and entities
affiliated with Insight Venture Partners owned more than 5% of the Company’s outstanding capital stock.
Currently, only one of the Company's directors is affiliated with Insight Venture Partners and entities affiliated
with Insight Venture Partners no longer own greater than 5% of the Company’s outstanding capital stock.

In February 2004, the Company repurchased shares of its common stock from certain stockholders, including
from one of its directors, his family members, and certain other parties with which he is or, in the past, was
affiliated.

2. Financial Statement Schedules

The information required by Schedule II, Valuation and Qualifying Accounts, is included in Note 4 to the
Consolidated Financia! Statements. All other financial statement schedules are not applicable.
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3. Exhibits. _

Exhihit No.

Description of Document

31
32
4.1
4.2
4.3

4.4
4.5
10.1

10.2
10.3
10.4
10.5
10.6

10.7
10.8
10.9

10.10

10.11

10.12

14.1
211
231
24.1
311
31.2
32.1

32.2

Amended and Restated Certificate of Incorporation of Website Pros, Inc.*
Amended and Restated Bylaws of Website Pros, Inc.**

Reference is made to Exhibits 3.1 and 3.2

Specimen Stock Certificate #

Investors’ Rights Agreement dated December 10, 2003, as amended by the Omnibus Amendment
Agreement dated February (4., 2005.#

Warrant dated December 10, 2003, exercisable for 208,405 shares of common stock.***#
Warrant dated April 27, 2004, exercisable for 72,942 shares of common stock. **** #
1999 Equity Incentive Plan and forms of related agreements. #

2005 Equity Incentive Plan and forms of related agreements.#

2005 Non-Employee Directors’ Stock Option Plan and forms of related agreements.#
2005 Employee Stock Purchase Plan.#

Executive Severance Benefit Plan.+#

Form of Indemnity Agreement entered into between the registrant and certain of its officers and
directors.#

Employment Agrecment with David L. Brown, dated June 1, 2005.+#
Employment Agreement with Kevin M. Carney, dated June 1, 2005.+#

Partnership Agreement with Discover Financial Services, LLC dated November 3, 2003, as
amended to date. T4

Lease by and between Flagler Development Company and the registrant, dated as of January 17,
2003.#

Commercial Rental Agreement by and between Innuity, Inc. and R.[LN. Corporation, and
Mountain Real Estate & Property Management, Inc., dated as of April 21, 2000, as amended by
Lease addendum to lease dated April 21, 2000 by and between Points North Associates, LLC and
the registrant, dated as of May 26, 2004.#

Lease for 10021 Balls Ford Road, Manassas, Virginia, by and between the registrant and GDR
Manassas, LLP, dated September 8, 2004 .#

Code of Conduct.#

Subsidiaries of the registrant.

Consent of Emst & Young LLP, Independent Registered Public Accounting Firm.
Power of Attomey {included in the signature page hereto).

CEOQ Certification required by Rule 13a-14(a) or Rule 15d-14(a).

CFO Certification required by Rule 13a-14{a) or Rule 15d-14(a).

Certification required by Rule 13a-14(b) or Rule 15d-14(b) and Section 1350 of Chapter 63 of
Title 18 of the United States Code (18 U.S.C. §1350).

Certification required by Rule 13a-14(b) or Rule 15d-14¢(b) and Section 1350 of Chapter 63 of
Titte 18 of the United States Code (18 1J.S.C. §1350).
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*  Filed as Exhibit 3.3 to the Registrant’s registration statement on Form S-1 (No. 333-124349). filed with the
SEC on April 27, 2005, as amended, and incorporated herein by reference.

**  Filed as Exhibit 3.4 to the Registrant’s registration statement on Form S-1 (No. 333-124349), filed with the
SEC on April 27, 2005, as amended, and incorporated herein by reference.

***x Filed as Exhibit 4.6 to the Registrant’s registration statement on Form S-1 (No. 333-124349), filed with the
SEC on April 27, 2005, as amended, and incorporated herein by reference.

**+¥Filed as Exhibit 4.7 to the Registrant’s registration statement on Form S-1 (No. 333-124349), filed with the
SEC on April 27, 2005, as amended, and incorporated herein by reference.

#  Filed as the like numbered Exhibit to the Registrant’s registration statement on Form S§-1 (No. 333-124349),
filed with the SEC on April 27, 2005 and as Exhibit 10.14 to the current report on Form 8-K (No.
000-51595), filed with the SEC on November 7, 2006. as amended, and incorporated herein by reference.

t  Portions of this exhibit {(indicated by asterisks) have been omitted pursuant to a request for confidential
treatment and this exhibit has been filed separately with the SEC.

+  Indicates management contract or compensatory plan.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

Website Pros, Inc.

{Registrant)
March 9, 2007 /s/ Kevin M. Carney
Date Kevin M. Carney

Chief Financial Officer
{Principal Financial and Accounting Officer)

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints David L. Brown and Kevin M. Carney, and each of them, as his true and lawful
attorneys-in-fact and agents, with full power of substitution for him, and in his name in any and all capacities, to
sign any and all amendments o this Form 10-K, and 1o file the same, with exhibits thereto and other documents
in connection therewith. with the Securities and Exchange Commission, granting unto said attorneys-in-fact and
agents, and each of them, full power and authority to do and perform each and every act and thing requisite and
necessary to be done therewith, as fully to all intents and purposes as he might or could do in person, hereby
ratifying and confirming all that said attorneys-in-fact and agents, and any of them or his or her substitute or
substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Act of 1934, this report has been signed by the following
persons on behalf of the Registrant in the capacities indicated on March 9, 2007:

Name Title
/sf David L. Brown President, Chief Executive Officer and Chairman of
David L. Brown the Board (Principal Executive Officer)
s/ Kevin M. Carney Chief Financial Officer (Principal Financial and
Kevin M. Carney Accounting Officer)
/s/ Timothy Maudlin L.ead Director

Timothy Maudlin

Director
G. Harry Durity
/s/ Hugh Durden Director
Hugh Durden
/s/ Julius Genachowski Director
Julius Genachowski
/s!/ Deven Parekh Director
Deven Parekh
Director

George J. Still, Jr.
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Exhibit No.

EXHIBIT INDEX

Description of Document

3.1
32
4.1
4.2
4.3

4.4

4.5
0.1
10.2
10.3
10.4
10.5
10.6

10.7
10.8
10.9

10.10

10.11

10.12

14.1

231
24.1
311

31.2
321

322

Amended and Restated Certificate of Incorporation of Website Pros, Inc.*
Amended and Restated Bylaws of Website Pros, Inc.**

Reference is made to Exhibits 3.1 and 3.2

Specimen Stock Certificate. #

Investors” Rights Agreement dated December 10, 2003, as amended by the Omnibus Amendment
Agreement dated February 14, 2005.#

Warrant dated December 10, 2003, exercisable for 208,405 shares of common stock. ***#
Warrant dated April 27. 2004, exercisable for 72,942 shares of common stock. ****#
1999 Equity Incentive Plan and forms of related agreements.#

2005 Equity Incentive Plan and forms of related agreements.#

2005 Non-Employee Directors’ Stock Option Plan and forms of related agreements.#
2005 Employee Stock Purchase Plan.#

Executive Severance Benefit Plan.+#

Form of [ndemnity Agreement entered into between the registrant and certain of its officers and
directors. #

Employment Agreement with David L. Brown, dated June 1, 2005.+#
Employment Agreement with Kevin M. Carney, dated June 1, 2005.+#

Partnership Agreement with Discover Financial Services. LLC dated November 3, 2003, as
amended to date.t#

Lease by and between Flagler Development Company and the registrant, dated as of January 17,
2003.#

Commercial Rental Agreement by and between Innuity, Inc. and R.LN. Corporation, and
Mountain Real Estate & Property Management, Inc., dated as of April 21, 2000, as amended by
Lease addendum to lease dated April 21, 2000 by and between Points North Associates, LLC and
the registrant, dated as of May 26, 2004 .#

Lease for 10021 Balls Ford Road, Manassas, Virginia, by and between the registrant and GDR
Manassas, LLP, dated September 8, 2004.#

Code of Conduct.#

Subsidiaries of the registrant.

Consent of Ernst & Young LLP, Independent Registered Public Accounting Firm.
Power of Attorney (included in the signature page hereto).

CEO Certification required by Rule 13a-14(a) or Rule 15d-14(a).

CFO Centification required by Rule 13a-14(a) or Rule 15d-14(a).

Certification required by Rule 13a-14(b) or Rule 15d-14(b} and Section 1350 of Chapter 63 of
Title 18 of the United States Code (18 U.5.C. §1350).

Certification required by Rule i3a-14(b) or Rule 15d-14(b) and Section 1350 of Chapter 63 of
Title 8 of the United States Code (18 U.S.C. §1350).
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*  Filed as Exhibit 3.3 to the Registrant’s registration statement on Form S-1 (No. 333-124349), filed with the
SEC on April 27, 2005, as amended, and incorporated herein by teference.

**  Filed as Exhibit 3.4 to the Registrant’s registration statement on Form S-1 (No. 333-124349), filed with the
SEC on April 27, 2005, as amended, and incorporated herein by reference.

*** Filed as Exhibit 4.6 to the Registrant’s registration statement on Form $-1 (No. 333-124349), filed with the
SEC on April 27, 2005, as amended, and incorporated herein by reference.

*#¥*Filed as Exhibit 4.7 to the Registrant’s registration statement on Form S-1 (No. 333-124349), filed with the
SEC on April 27, 2005, as amended, and incorporated herein by reference.

#  Filed as the like numbered Exhibit to the Registrant’s registration statement on Form S-1 (No. 333-124349)
filed with the SEC on April 27, 2005 and as Exhibit 10.14 (o the current report on Form 8-K (Nao,
000-51595), filed with the SEC on November 7, 2006. as amended, and incorporated herein by reference.

T Portions of this exhibit (indicated by asterisks) have been omitted pursuant to a request for confidential
treatment and this exhibit has been filed separately with the SEC.

+  Indicates management contract or compensatory plan.
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Leads.com, Inc.
Website Pros Canada Inc.

Subsidiaries of the Registrant

Exhibit 21.1




Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statements (Form S-8 No. 333-129406 and
Form S-8 No. 333-135101) pertaining to the 1999 Equity Incentive Plan, Miscellaneous Stock Option
Agreements, 2005 Equity Incentive Plan, 2005 Non-Employee Directors” Stock Option Plan, and 2005 Employee
Stock Purchase Plan of Website Pros, Inc. of our report dated March 7, 2007, with respect to the consolidated
financiat statements of Website Pros, Inc., Website Pros, Inc. management’s assessment of the effectiveness of
internal control over financial reporting and the effectiveness of internal control over financial reporting of
Website Pros, Inc. included in the Annual Report (Form 10-K) for the year ended December 31, 2006,

/s/ Emst & Young LLP

Jacksenvilie, Florida
March 7, 2007




Exhibit 31.1
CERTIFICATION

I, David L. Brown, certify that:

1.
2

I have reviewed this annual report on Form 10-K of Website Pros, Inc.;

Based on my knowledge. this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report:

Based on my knowledge. the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of. and for, the periods presented in this report:

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e})) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision. 1o ensure that material information relating to the registrant.
including its consolidated subsidiaries, is made known 10 us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controts and procedures, as of the end
of the period covered by this report based on such evaluation;

(¢) Designed such internal control over financial reporting, or caused such internal control over financiat
reporting to be designed under our supervision, o provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for extemnal purposes in
accordance with generally accepted accounting principles; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth quarter in the case of
an annual report) that has materiatly affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and 1 have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) Allsignificant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 9, 2007

By: /s/ David L. Brown
David L. Brown
President and Chief Executive OMficer
(Principal Executive Officer)




Exhibit 31.2
CERTIFICATION

I. Kevin M. Camey. certify that:

1.
2.

I have reviewed this annual report on Form 10-K of Website Pros, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the periods covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report.
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and [ are responsible for establishing and maintaining disclosure
controls and procedures {(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known 1o us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclustons about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(c) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles; and

{d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth quarter in the case of
an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed. on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors {or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 9, 2007

By: s/ Kevin M. Camey

Kevin M. Carney
Chief Financial Officer
(Principal Financial and Accounting Officer)




Exhibit 32.1
CERTIFICATION

Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”), and Section 1350 of Chapter 63 of Title 18 of the United States Code (18
U.S.C. Section 1350), David L. Brown, President and Chief Executive Officer of Website Pros, Inc., a
Delaware corporation (the “Company”) hereby certifies that, to the best of his knowledge:

1. The Company’s Annual Report on Form 10-K for the year ended December 31, 2006, to which this
Certiftcation is attached as Exhibit 32.1 (the “Annual Report”) fully complies with the requirements of
Section 13{a) or 15(d) of the Exchange Act, and

2. The information contained in the Annual Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

IN WITNESS WHEREOF, the undersigned has set his hand hereto as of this 9 day of March. 2007.

By: s/ David L. Brown

David L. Brown
President and Chief Executive Officer
(Principal Executive Officer)

“This certification accompanies the Form [0-K to which it relates, is not deemed filed with the Securities and

Exchange Commission and is not to be incorporated by reference into any filing of Website Pros, Inc. under the
Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended (whether made before
or after the date of the Form 10-K), irrespective of any general incorporation language contained in such filing.”




Exhibit 32.2

CERTIFICATION
Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”), and Section 1350 of Chapter 63 of Title 18 of the United States Code (18

U.S.C. Section 1350), Kevin M. Carney, Chief Financial Officer of Website Pros, Inc., a Delaware
corporation (the “Company”), hereby certifies that, to the best of his knowledge:

. The Company's Annual Report on Form 10-K for the year ended December 31, 2006, to which this
Certification is uttached as Exhibit 32.1 (the “Annual Report™} fully complies with the requirements of
Section 13(a) or Section 15(d) of the Exchange Act. and

2. The information contained in the Annual Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

IN WITNESS WHEREOF, the undersigned has set his hand hereto as of this 9% day of March, 2007.

By: /s/ Kevin M. Carney

Kevin M. Carney
Chief Financial Officer
(Principal Financial and Accounting Officer)

“This certification accompanies the Form 10-K to which it relates, is not deemed filed with the Securities and
Exchange Commission and is not to be incorporated by reference into any filing of Website Pros, Inc. under the
Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended (whether made before
or after the date of the Form 10-K), irrespective of any general incorporation language contained in such filing.”
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Jacksonwille, Florida 32258
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Chairman of the Board
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1 - Audit Committee
2 - Compensat on Committee
3 - Nominating and Corporate Governance Commitiee

Annual Meeting of Shareholde:'s
Tuesday, May 8, 2007, 16:3Cam EST

Epping Forest Yacht Club
1830 Epping Forest Drive

Jacksonville, Florida 32217

f
b
o’é

}.
0';
:

InvestodintormationlServices)
KerlDoherty]
inlegratedlGorporatelRelationsyinc
225 kranklintStree 26thlElo0
SUite}2652]
HostorYiMassachusetis02di10]
6117495616 73 )

KorlDoberty@icrincicony

independentfAccountants]
ErnsifalyoungqUiitey
SOltorihfifauralSticed
Sute} 500)
tiacksonvilteNeicndal
K&@I@’:l&’{niaﬁm

\

management
team

David L. Brown
Chief Executive Officer and President

Kevin Carney
Chief Financial Officer

Lisa Anteau
Senior Vice President, Web Services

Rob Bell
Executive Vice President, 1ShoppingCart.com

Darin Brannan
Senior Vice President, Business Development

Tobias Dengel
Executive Vice President, LEADS.com

Roseann Duran
Senior Vice President, Marketing

Craig Lucas
Executive Vice President, RenovationExperts.com

Matthew P. McClure
In-House Counsel

Stephen Raubenstine
Vice President, NetObjects Fusion Group

Todd Walrath
Executive Vice President, LEADS.com

Joel Williamson
Vice President, Operations

Legal Counsel

Cooley Godward, LLP
3175 Hanover Street

Palo Allp, California 94304
t. 650 843 5000

Stock Transfer Agent and Registrar
ComputerShare

P.O. Box 43078

Providence, Rhode Island 02940

t. 8OO 568 3476

Stock Exchange Listing
NASDAQ [ symbol: WSPI ]




12735 Gran Bay Parkway West
Building 200

Jacksonville, Florida 32258

t. 904 680 6600

f. 904 880 0350
www.websitepros.com




